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REDUCTION  OF  AIRLINE  TICKET  SALES  COM- 
MISSION AND  ITS  IMPACT  ON  SMALL  TRAV- 
EL AGENCIES 


WEDNESDAY,  JULY  12,  1995 

House  of  Representatives, 
Committee  on  Small  Business, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  10  a.m.,  in  room 
2359-A,  Rayburn  House  Office  Building,  Hon.  Jan  Meyers  (chair- 
woman of  the  committee)  presiding. 

Chairwoman  Meyers.  The  committee  will  come  to  order.  Today 
the  Small  Business  Committee  will  be  conducting  an  oversight 
hearing  into  a  situation  faced  by  a  particular  industry  dominated 
by  small  businesses,  the  travel  agency. 

This  situation  is  the  recent  capping  of  commissions  provided  by 
many  airlines  to  travel  agents  for  the  sale  of  airline  tickets.  In  Feb- 
ruary of  this  year  many  airlines  placed  a  cap  on  the  commission 
traditionally  paid  to  travel  agents  for  the  sale  of  domestic  airline 
tickets.  Under  the  cap,  the  maximum  commission  provided  to  a 
travel  agent  for  the  sale  of  a  ticket  over  $500  is  $50  for  a  round- 
trip  ticket  and  $25  for  a  one-way  ticket.  Prior  to  this  action,  travel 
agents  earned  a  commission  of  10  percent  of  the  total  cost  of  each 
ticket  sold. 

As  many  of  our  witnesses  will  testify,  this  substantial  reduction 
in  commission  payments  for  domestic  tickets  over  $500  has  been  a 
hardship  for  many  travel  agencies.  Some  of  these  small  businesses, 
which  average  annual  airline  sales  of  $1.7  million  per  year  and  five 
employees,  have  had  declining  profits,  been  forced  to  lay  off  em- 
ployees or  fold  their  businesses.  While  sales  have  increased  over 
last  year,  testimony  presented  today  will  state  that  the  lower  com- 
mission has  resulted  in  flat  or  lesser  profits  for  many  travel  agen- 
cies. 

On  March  3,  1995,  the  American  Society  of  Travel  Agents  filed 
a  lawsuit  against  six  major  airlines,  Delta,  American,  Northwest, 
U.S.  Air,  United,  and  Continental,  alleging  price  fixing.  This  hear- 
ing has  not  been  called  to  discuss  or  try  the  lawsuit,  as  that  is  in 
the  jurisdiction  of  the  judicial  branch. 

Today  we  are  here  simply  to  allow  the  travel  and  tourism  indus- 
try, a  very  important  industry  in  the  United  States,  which  is  the 
lifeblood  of  thousands  of  small  businesses,  to  inform  the  committee 
of  the  perceived  effect  of  an  action  by  the  airline  industry  on  their 
economic  well  being. 
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In  addition,  this  hearing  should  give  the  committee  members  a 
better  understanding  of  the  travel  agent  industry  and  its  relation- 
ship with  the  airline  industry. 

I  would  like  to  note,  for  the  record,  that  the  Air  Transport  Asso- 
ciation and  TransWorld  Airlines  were  also  invited  to  testify  today. 
The  Air  Transport  Association  declined  to  testify,  and  I  would  ask 
unanimous  consent  that  their  letter  be  printed  in  the  hearing 
record. 

A  representative  from  TWA  was  not  able  to  present  testimony  at 
the  hearing  today.  However,  we  will  hold  the  record  open  for  2 
weeks  so  that  TWA  and  any  other  interested  parties  may  submit 
written  testimony  to  be  included  in  the  official  hearing  record. 

At  this  time  I  would  like  to  say  that  any  Members  who  would 
like  to  submit  an  opening  statement  will  certainly  have  the  oppor- 
tunity to  do  so.  I  would  now  like  to  recognize  Mr.  LaFalce,  the 
ranking  member  on  this  committee. 

Mr.  LaFalce.  Thank  you  very  much.  Madam  Chair.  We  are  of 
one  mind  on  this  issue.  As  many  travel  agencies  are  small  busi- 
nesses, the  vast,  vast  majority,  in  the  90  some  percentile,  are  small 
businesses,  the  effects  of  the  commission  cap  should  be  of  great 
concern  to  our  committee. 

I  know  that  the  American  Society  of  Travel  Agents  has  filed  suit 
against  the  airlines,  charging  them  with  a  price  fixing  scheme.  It's 
also  my  understanding  that  the  Antitrust  Division  of  the  Depart- 
ment of  Justice  is  conducting  an  investigation  into  whether  the  air- 
lines engaged  in  conduct  that  violates  Federal  antitrust  laws. 

I  do  not  know  when  the  court  case  will  be  decided  or  how  long 
the  Justice  Department  investigation  will  last  or  what  the  out- 
comes of  either  of  these  proceedings  will  be.  However,  judging  from 
the  testimony  that  I  have  read,  it  would  seem  clear  that  small  trav- 
el agencies  operate  on  a  small  profit  margin,  that  if  some  form  of 
relief  does  not  come  soon,  a  good  many  of  these  businesses  will  be 
closing  their  doors  or  laying  off  employees.  I'm  sure  today's  panel 
will  comment  on  whether  such  dire  consequences  are  likely  to  fiow 
from  the  commission  cap  or  whether  the  travel  industry  has  begun 
to  adapt  in  some  way. 

On  another  note,  I  was  dismayed  to  read  in  one  witness's  testi- 
mony that  a  Department  of  Defense  task  force,  looking  into  stream- 
lining departmental  travel,  may  very  well  recommend  consolidating 
all  travel  procurement  into  one  large  contract  that  only  the  very 
largest  of  travel  agencies  could  perform. 

A  constituent  of  mine,  who  runs  an  air  freight  company,  is  also 
fighting  a  solicitation  announcement  involving  DOD  and  GSA 
which  bundled  an  enormous  amount  of  Grovemment  air  freight 
business  into  one  contract,  leaving  him  and  other  small  businesses 
that  had  been  ably  performing  this  work,  hoping  for  subcontracts 
or  going  without  the  work  altogether. 

I  think  the  Small  Business  Committee  must  go  on  record  empha- 
sizing that  streamlining  Government  procurement,  as  desirable  a 
goal  as  that  is,  cannot  be  pursued  at  the  expense  of  the  small  busi- 
ness community,  whose  importance  to  the  economy  is  unquestioned 
and  support  of  which  is  longstanding  public  policy. 

Today's  hearing  focuses  on  a  private  sector  action,  a  commission 
cap.   But  the  Federal  Government's  growing  tendency  to  bundle 


contracts  evidently  is  also  of  concern  to  the  travel  industry  and 
very  much  of  concern  to  me  as  well,  Madam  Chair.  I  hope  we  will 
pursue  that  in  the  future.  I  thank  you  very  much. 

Chairwoman  Meyers.  Thank  you,  Mr.  LaFalce. 

I  would  like  our  witnesses  to  come  to  the  table  at  this  time  in 
the  order  that  your  names  are  there.  We  will  turn  on  the  lights  as 
kind  of  a  guideline  for  you  and  they  will  mark  5  minutes.  When 
the  light  turns  red,  don't  feel  that  you  have  to  stop  in  the  middle 
of  a  sentence.  If  you  take  another  few  seconds  or  a  minute  to  finish 
up,  the  world  isn't  going  to  fall.  We  just  like  to  get  through  in  time 
so  that  we  have  time  for  some  questions  from  the  panel. 

So,  our  first  witness  is  Ms.  Jeanne  Epping  and  she  is  president 
and  CEO  of  the  American  Society  of  Travel  Agents,  from  Alexan- 
dria, Virginia. 

Ms.  Epping. 

TESTIMONY  OF  JEANNE  EPPING,  PRESIDENT  AND  CEO,  AMER- 
ICAN SOCIETY  OF  TRAVEL  AGENTS,  ALEXANDRIA,  VIRGINIA 

Ms.  Epping.  Yes,  thank  you  very  much.  First  of  all,  I  want  to  tell 
you  how  much  we  appreciate  the  committee  hearing  our  concerns 
about  our  industry  today. 

I  am  Jeanne  Epping  and  I'm  a  travel  agent.  I  have  a  travel  agen- 
cy in  Northern  California,  Santa  Cruz  Travel.  I  started  31  years 
ago,  in  1964,  and  at  that  time  had  3  employees.  Eleven  years  ago 
I  encouraged  my  son,  after  graduating  from  the  University  of  Ne- 
vada, to  come  to  work  as  the  second  generation  in  our  business.  We 
have  gone  from  3  employees  to  today  having  four  locations  with  28 
employees.  Just  this  year,  6  months  ago,  my  husband  joined  the 
firm  also.  So,  truly,  it  is  a  small  business,  family-run  travel  agency. 

I'm  also  the  elected  president  of  the  American  Society  of  Travel 
Agents  (ASTA).  We  have  25,000  members,  total,  throughout  the 
world,  in  136  countries.  In  the  United  States  we  represent  12,300 
agency  locations.  Sixty  percent  of  these  agencies  are  owned  by 
women  and  85  percent  of  the  agents  are  women,  so  it's  truly  an  in- 
dustry that  has  grown  with  women  being  executives,  which  is  not 
true  in  some  of  the  other  parts  of  our  travel  industry. 

Eighty-two  percent  of  our  members  employ  less  than  10  people 
and  the  average  travel  agent  grosses  airline  sales  of  $1.7  million 
per  year.  The  average  agency  employs  between  five  and  six  travel 
agents.  We  are  clearly  and  definitely  a  small  business  industry.  It 
is  for  this  reason  that  I  am  especially  pleased  to  speak  to  you 
today,  the  House  Small  Business  Committee,  on  the  new  commis- 
sion caps  imposed  by  the  airlines  that  are  threatening  our  indus- 
try. 

I'd  like  to  give  a  little  history  that  will  help  put  the  issue  into 
perspective.  The  airlines  and  the  travel  agency  industry  have  been 
tightly  intertwined  since  the  inception  of  both  industries.  The  air- 
lines have  always  controlled  the  relationship  and  they  continue  to 
do  so  today.  The  airlines  have  retained  this  control  through  various 
systems  that  they  have  created  and  had  initially  had  set  up  with 
Government  approval,  in  the  Civil  Aeronautics  Board  (CAB),  and 
with  antitrust  immunity,  which  they  no  longer  have  today. 

A  travel  agency  desiring  to  sell  travel  must  meet  U.S.  carriers 
approval,   through   their  Airline  Reporting  Corporation,   which   is 


ARC.  This  corporation  is  wholly  owned  by  the  airlines  and  they  de- 
termine the  standards  of  the  travel  agent,  what  they  must  meet  in 
order  to  sell  travel  to  the  public.  ARC,  the  Airline  Reporting  Cor- 
poration, also  established  a  bond  requirement  for  the  agency  which 
protects  the  airlines'  ticket  sales.  Once  these  criteria  are  met  by 
the  agency,  it  is  accredited  and  the  necessary  plates  and  ticket 
stock  are  presented  to  the  agency.  This  enables  them  to  commence 
business. 

The  ARC  has  established  the  banking  settlement  for  the  agents 
that  they  must  use  and  must  adhere  to,  and  this  is  referred  to  as 
the  Area  Settlement  Plan.  It  requires  travel  agents  to  pay  to  the 
airlines  every  7  days  the  proceeds  from  ticket  sales  generated  from 
the  previous  week.  The  airlines  establish  all  the  rules,  all  the  cri- 
teria and  agents  must  meet  all  of  their  payment  requirements  in 
the  settlement  plan.  The  airlines  have  the  power  to  pull  our  ticket 
stock,  our  ticket  plates  at  any  time  should  we  fail  to  meet  their  re- 
quirements as  they  have  established  them. 

"^he  travel  agency  must  also  utilize  one  or  more  of  the  computer 
systems  that  the  airlines  own,  the  CRS  systems.  We  must  do  all 
of  our  ticketing,  our  itineraries  and  our  boarding  passes  through 
these  CRS  systems.  The  agents,  for  the  most  part,  lease  these  sys- 
tems from  the  airlines  or  from  the  CRS  vendors  that  are  owned  by 
the  airlines.  The  price  that  we  must  pay  for  the  equipment  and  the 
software  established  for  issuing  tickets  and  other  accompanying 
travel  documents  —  the  airline  owned  systems  set  the  prices.  For 
the  vast  majority  of  small  business  travel  agencies  the  CRS  com- 
pany dictates  all  of  the  terms,  including  the  number  of  years  a  con- 
tract will  last  and  what  the  penalties  would  be  should  the  agency 
wish  to  cancel  the  contract. 

I  know,  for  example,  one  agency  in  our  area  that  was  in  business 
45  vears  and  had  the  second  generation  operating  the  office.  They 
had  problems  with  the  technical  aspects  of  their  CRS  systems  and 
they  just  weren't  working  and  weren't  able  to  issue  tickets.  When 
finally  after  3  months  of  trying  to  get  it  established  and  having  the 
systems  keep  breaking  down,  they  went  to  another  system  and 
they  were,  in  turn,  later  on  charged  by  the  first  CRS  vendor 
$400,000,  arbitrarily,  as  a  penalty.  So,  it  can  be  horrendous. 

The  airlines  also  own  SATO,  which  stands  for  stands  for  Sched- 
uled Airline  Ticket  Office.  This  fundamental  equivalent  of  a  huge 
travel  agent  takes  care  of  Government  contracts  and  also  does  cor- 
porate business,  and  today  they  enjoy  a  sales  volume  of  over  $1  bil- 
lion. They  also  receive  9V2  percent  in  commissions  today.  They  do 
not  have  commission  caps. 

The  airlines  also  own  their  own  credit  card  known  as  UATP  and 
that  is  the  Air  Travel  Plan  card.  Corporations  can  apply  for  this 
card,  thus  enabling  the  airlines  to  indirectly  control  the  credit 
terms  granted  to  corporate  accounts.  In  other  words,  they  can  give 
them  an  additional  30-,  60-,  or  90-day  cash  flow,  if  they  so  wish. 

It  is  also  the  case  that  during  the  regulated  era  of  airlines  they 
were  able  to  set  commissions  for  travel  agency  services,  receiving 
antitrust  immunity  from  the  Government  for  the  results  of  their 
cartel  meetings.  Needless  to  say,  the  commissions  set  by  the  airline 
agreement  was  not  what  the  competitive  market  would  have  set 
and  were  much  below. 


Although  the  airlines  were  deregulated  in  1978  and  the  CAB  no 
longer  exists,  most  of  the  systems  that  were  in  place  are  still  with 
us  today.  While  travel  agencies  are  able  to  make  input  in  some  sit- 
uations, primarily  to  the  Airline  Reporting  Corporation,  the  final 
decisions  are  all  made  and  all  the  crucial  decisions  are  made  for 
the  travel  agencies  by  the  airlines  today,  the  airlines  acting  to- 
gether as  a  group. 

There  are  ASTA  agencies  in  virtually  every  congressional  district 
throughout  the  United  States  and,  for  the  most  part,  they  have  al- 
ways offered  a  high  level  of  service  to  the  traveling  public.  We 
pride  ourselves  in  the  unbiased  professional  service  and  advice  we 
give  the  traveling  public,  trying  to  take  the  hassle  out  of  travel  and 
to  promote  business  for  airlines  and  other  forms  of  the  travel  in- 
dustry in  the  chain  of  production. 

The  public  obviously  has  grown  to  enjoy  these  services,  as  wit- 
nessed by  the  steady  increase  in  sales  by  travel  agents.  In  1978  we 
did  60  percent  of  airline  ticketing.  Because  of  the  high  grade  of 
service  that  travel  agents  perform,  we  have  grown  that  business  to 
over  80  percent  today.  Actually,  85  percent  of  all  international  tick- 
ets are  issued  by  travel  agents  and  over  80  percent  of  all  domestic 
airline  tickets  are  issued  by  travel  agents. 

Since  shortly  after  the  antitrust  immunity  for  airline  commission 
fixing  agreements  was  eliminated  by  the  Government,  the  industry, 
operating  for  the  first  time  under  a  truly  competitive  condition,  ar- 
rived 14  years  ago  at  the  10  percent  commission  and  that  has  been 
in  effect.  Therefore,  we  were  very  shocked,  our  whole  industry  was 
stunned  when  Delta  Airlines  instituted  the  new  commission  cap  on 
February  9  1995.  As  you  know,  that's  a  maximum  round-trip  cap 
of  $50  and  $25  on  a  one-way  ticket. 

Within  hours  American  and  Northwest  Airlines  followed  suit  and 
within  a  few  days  the  whole  industry,  all  the  major  airlines,  had 
followed,  with  the  exception  of  American  West,  Alaska  Airlines  and 
Southwest.  They  stayed  at  10  percent.  TWA  dropped  the  cap  on 
May  9th  and  they  are  again  at  10  percent.  The  major  carriers  that 
do  not  impose  caps  continue  to  pay  10  percent. 

I  should  say  that  all  of  the  major  airlines  today  still  pay  10  per- 
cent to  the  Canadian  travel  agents  when  doing  business  within  the 
United  States,  and  that  puts  us  at  a  very  big  disadvantage.  SATO, 
as  I  mentioned  before,  pays  over  9  percent  and  continues  to  do  that 
without  caps. 

ASTA,  with  others,  have  initiated  litigation  in  Federal  Court 
against  capping,  alleging  price  fixing  and  monopolization,  and  that 
case  is  pending  now  in  Minneapolis.  We're  not  here  before  the  com- 
mittee to  discuss  that.  That's  a  case  of  law. 

The  committee  needs  to  be  aware,  however,  that  our  industrv  is 
being  severely  impacted  by  the  commission  caps.  The  latest  data 
available  on  travel  agency  operations  shows  that  sales  in  May  of 
domestic  fares  are  up  13  percent,  whereas  domestic  commissions 
have  actually  declined  slightly.  On  a  year-to-date  basis,  the  picture 
is  similar:  Domestic  sales  are  up  5  percent  and  commissions  are 
flat. 

This  represents  a  huge  impact  on  businesses  for  whom  air  sales 
on  average  are  60  percent  of  our  travel  agency  business,  with  half 
of  that  in  domestic  sales.  Profit  margins  of  travel  agencies  histori- 


cally  have  been  very  small.  Before  the  caps  we  operated  on  a  1  to 
2  percent  net  profit.  Our  salaries  are  low  and  our  benefits  are  thin, 
and  we  fear  that  many  of  our  small  business  members  will  simply 
not  be  able  to  operate  with  the  caps  and  will  be  driven  out  of  busi- 
ness. 

There  are  many  closures  going  on  and  ARC,  in  their  May  report, 
said  that  closures  of  travel  agencies  were  up  29  percent  in  May 
over  1994.  This  increase  in  agency  failures  and  closures  would  not 
likely  have  occurred  without  the  caps.  Since  the  total  volume  of 
business  sold  domestic  and  internationally  through  travel  agents  is 
up  through  the  month  of  May,  it  brings  the  point  home  even  more 
so. 

I  could  go  on  and  on.  In  our  own  agency  —  and  we  do  approxi- 
mately $10  million  a  year  —  we  looked  at  what  our  1994  figures 
would  have  been  if  we  had  had  a  cap.  We  found  that  20  percent 
of  our  domestic  airline  tickets  would  have  been  affected  because 
they  were  over  $500,  so  they  would  have  been  capped,  and  that 
that  stood  for  41  percent  of  our  profit  in  that  case. 

Both  Diane  Panegasser  of  Travel  Trends  in  Kansas  and  Dan 
Bohan  of  Omega  Travel,  who  is  headquartered  here  in  Washington, 
will  discuss  in  detail  what  these  effects  have  had  on  their  commis- 
sions as  far  as  the  commission  caps  are  concerned. 

Again,  I  want  to  thank  you  so  much  for  the  opportunity  to  speak 
before  you  today.  Thank  you. 

[Ms.  Epping's  statement  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  Thank  you  very  much,  Ms.  Epping.  We  are 
pleased  to  hear  from  you  and  we'll  have  a  chance  to  hear  more 
from  you  during  the  question  period. 

Our  next  witness  is  Ms.  Lauraday  Kelley,  president  of  the  Asso- 
ciation of  Retail  Travel  Agents  of  Harrisburg,  Pennsylvania. 

TESTIMONY  OF  LAURADAY  KELLEY,  PRESIDENT,  ASSOCIA- 
TION OF  RETAIL  TRAVEL  AGENTS,  HARRISBURG,  PENN- 
SYLVANIA 

Ms.  Kelley.  Thank  you,  Ms.  Meyers,  and  thank  you  for  having 
us  here  today. 

I  am  Lauraday  Kelley,  co-owner  of  a  small  agency  in  central 
Pennsylvania  for  the  last  20  years,  I  have  personally  been  in  the 
travel  industry  for  30  years.  I  am  now  the  current  paid  president 
of  ART  A,  the  Association  of  Retail  Travel  Agents. 

As  president  of  ARTA  I  represent  2,500  small-  to  mid-sized  pro- 
fessional travel  agency  owners,  consultants,  independent  contrac- 
tors and  outside  sales  agents  throughout  the  United  States.  The  re- 
cent commission  caps  placed  upon  travel  agents  by  the  major  air- 
lines has  created  a  substantial  impact  on  the  small  business  entre- 
preneurs in  our  industry. 

Ms.  Epping  has  very  clearly  highlighted  to  you  many  of  those  fig- 
ures today.  What  I  would  like  to  do  is  brieflv  drive  home  a  few 
points  that  I  feel  are  worth  repeating.  The  following  represents  a 
few  samples  of  the  hardships  which  have  already  resulted  in  seri- 
ous reductions  of  staffing  and  closures  of  many  small,  independent 
travel  agencies  in  the  United  States. 

Current  existing  contracts  between  many  travel  agents  and  their 
corporation  accounts  could  not  be  renegotiated  within  the  1-month 


extension  authorized  by  the  airlines,  because  there  was  not,  in 
many  cases,  a  clause  in  their  contract  which  allowed  the  travel 
agent  to  do  so.  In  fact,  travel  agencies  with  Government  contracts 
are  unable  to  renegotiate  their  contract  until  the  terms  of  the  con- 
tract have  expired.  The  only  way  the  airlines  would  authorize  a  1- 
month  extension  was  if  the  travel  agent  signed  an  affidavit  disclos- 
ing the  percentage  of  revenue  generated  by  its  corporate  business. 
We  feel  that  this  is  confidential  information.  This  provision  was 
only  for  the  corporate  portion  of  the  agency  business.  The  leisure 
business  was  to  be  immediately  affected  by  the  caps  and,  thus,  in 
actuality,  would  have  resulted  in  two  separate  sets  of  bookkeeping. 
In  essence,  this  deprived  travel  agents  on  an  individual  basis  of  all 
rights  of  negotiation  with  each  airline. 

As  we  see  the  beginning  of  the  effects  of  the  commission  caps,  we 
are  seeing  agency  closures,  agencies  being  sold  at  less  than  pre- 
vious market  value  and  small  agencies  merging  together  with  the 
hope  of  insuring  the  survival  of  their  businesses. 

Many  agencies  have  had  increased  difficulty  meeting  the  produc- 
tivity requirements  of  their  existing  computer  reservation  systems. 
This  is  the  result  of  the  consumer  booking  directly  with  the  air- 
lines, because  they  are  now  concerned  with  the  stability  of  the 
travel  agency  community  as  the  result  of  the  massive  advertise- 
ment and  news  coverage  of  the  commission  capping. 

Between  the  airlines  and  the  media,  the  consumer  has  been  sent 
the  message  that  all  agencies  will  need  to  charge  a  fee,  and  this 
is  not  necessarily  the  case.  Travel  agents  do  not  have  control  of  the 
price  of  the  airline  tickets  thev  sell  nor  the  commission  levels  paid 
by  the  airlines.  When  the  level  of  commissions  was  reduced  abrupt- 
ly, it  did  not  allow  agencies  time  to  readjust  their  expense  to  reflect 
the  loss  of  this  income.  It  puts  the  agent  in  legal  jeopardy  in  areas 
such  as  property  and  equipment  leases,  employee  compensation 
contracts,  independent  contractor  contracts,  yellow  page  advertis- 
ing contracts  and  other  long  term  advertising  and  promotional 
agreements. 

It  has  basically  cost  agencies  the  potential  of  future  growth  as 
well.  All  fixed  expenses  are  in  most  cases  unable  to  be  readjusted 
on  such  a  short  notice.  However,  variable  expenses,  such  as  adver- 
tising, are  one  of  the  areas  being  eliminated  by  many  agencies  to 
compensate  for  the  immediate  loss  of  income.  Unfortunately,  this 
may  ultimately  result  in  loss  of  future  business. 

We  have  been  advised  by  our  members  that  they  may  have,  or 
will  in  the  near  future,  reduced  staff.  I  am  sure  you  are  aware  that 
the  travel  agency  community  is  predominantly  minority  owned  and 
staffed,  many  of  which  are  single  parent  women.  This  will  create 
serious  hardships  for  both  their  families  and  the  communities  in 
which  they  live. 

The  commission  caps  have  a  broader  impact  than  on  just  travel 
agencies.  They  also  affect  other  small  businesses  in  the  community, 
as  the  loss  of  agencies  and  jobs  will  result  in  reduced  spending 
within  that  community,  as  well  as  a  reduction  in  tax  base. 

We  ask  you  to  consider,  on  behalf  of  the  travel  agency  commu- 
nity, the  need  for  time  and  money  to  reassess  their  businesses. 
Please  consider  low  interest  small  business  loans  that  are  simple 
and  fast  to  secure. 
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Thank  you  for  your  time,  and  I  would  be  happy  to  answer  any 
questions  that  you  have. 

[Ms.  Kelley's  statement  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  Thank  you  very  much,  Ms.  Kelley. 

Our  next  witness  is  a  friend  and  a  constituent,  Ms.  Diane 
Panegasser  of  Travel  Trends,  Limited,  of  Lenexa,  Kansas.  We're 
glad  to  have  you  here,  Diane. 

TESTIMONY  OF  J.  DIANE  PANEGASSER,  CTC,  TRAVEL  TRENDS, 
LTD.,  LENEXA,  KANSAS 

Ms.  Panegasser.  Thank  you.  I'm  glad  to  be  here. 

Madam  Chair  and  panel  members,  I  want  to  thank  you  very 
much  for  giving  us  the  opportunity  to  share  this  dialogue  with  you 
this  morning  about  the  commission  caps  and  the  effect  that  they 
will  have  on  the  small  retail  travel  agency. 

My  name  is  Diane  Panegasser.  I  am  a  certified  travel  consultant 
as  well  as  the  president  and  owner  of  Travel  Trends,  Limited,  a 
small  retail  travel  agency  in  Lenexa,  Kansas,  which  is  a  southwest 
suburb  of  Kansas  City.  My  agency  was  established  in  1984  with 
two  employees.  I  have  been  a  member  of  the  American  Society  of 
Travel  Agents  for  10  years. 

I  am  currently  serving  as  the  chairperson  of  the  Kansas  City 
Subchapter  of  the  Missouri  Valley  Chapter  of  ASTA.  I  am  also  on 
the  ASTA  Bylaws  Committee. 

As  a  small,  independent  retail  travel  agency,  we  have  approxi- 
mately $4  million  worth  of  travel  booking  sales,  which  include  air- 
line tickets,  tour  packages,  hotels,  cars,  cruises,  business  meetings, 
groups  and  specialty  group  incentive  travel.  Travel  Trends  is  what 
you  would  call  a  full  service  travel  agency.  I  currently  employ  five 
full-time  agents,  two  part-time  agents,  and  two  part-time  book- 
keepers. I  have  one  contracted  outside  sales  agent  as  well.  All  of 
my  employees  are  women.  It  should  be  noted  that  the  outside  sales 
representative  is  also  female.  Once  again,  I  would  like  to  state  that 
60  percent  of  all  retail  travel  agencies  are  owned  by  women. 

My  commission  revenue  on  airline  ticket  sales  in  1994  was 
$228,000.  The  cost  for  my  agency  to  sell  those  airline  tickets  was 
$222,000,  which  represents  a  net  after  tax  profit  of  $6,000.  This 
represents  a  profit  margin  of  2.6  percent  to  my  bottom  line. 

My  agency  has  been  involved  in  active  cost  cutting  measures  for 
well  over  3  years  in  order  to  continue  to  operate  a  profitable  busi- 
ness and  keep  my  employees  employed. 

With  the  advent  of  commission  caps  on  round-trip  airline  tickets 
over  $500  and  one-way  airline  tickets  of  $250,  introduced  by  Delta 
Airlines  and  quickly  followed  by  other  airlines,  I  decided  it  was  im- 
perative to  compile  a  complete  review  of  my  airline  ticket  sales 
over  $500.  I  was  deeply  concerned  and  distressed  to  learn  that  had 
the  commission  caps  been  in  effect  in  1994,  my  after-tax  profit  on 
airline  ticket  sales  would  have  declined  by  $14,000,  resulting  in  a 
net  loss  to  my  business  of  $8,000.  Given  tne  nature  of  the  risk  and 
the  magnitude  of  my  investment  in  my  business  over  the  last  11 
years,  a  net  loss  of  $8,000  is  totally  unacceptable. 

If  the  commission  caps  stay  in  effect,  in  order  to  maintain  the 
same  profit  margin  of  $6,000  that  I  had  in  1994  on  the  airline  tick- 
et sales,  I  will  have  to  cut  my  costs  by  $20,000.  Given  that  Travel 


Trends  has  been  actively  involved  in  cutting  costs  over  the  last  3 
years,  our  only  alternative  for  any  further  cost  reductions  is  to  re- 
duce our  staff  by  one  or  possibly  two  employees. 

I  would  also  like  to  add  at  this  time  that  millions  of  dollars  will 
be  lost  to  many  additional  small  businesses,  not  only  small  retail 
travel  agencies,  who  are  in  outlying  rural  areas,  since  fewer  small 
retail  travel  agencies  will  funnel  the  consumer  to  those  businesses. 
Loss  of  those  travel  dollars  will  affect  many  local  economies.  So,  as 
you  can  see,  the  commission  caps  will  have  a  far  more  financially 
devastating  effect  than  anyone  could  have  possibly  anticipated.  It 
will  have  a  serious  ripple  effect,  not  only  on  retail  travel  agencies 
but  on  bed-and-breakfasts,  on  additional  resorts,  on  perhaps  fishing 
camps,  places  that  the  travel  agencies  send  consumers  to.  So,  local 
economies  will  definitely  suffer. 

I  can  only  speak  for  my  agency  at  this  time;  however,  it  is  my 
opinion  that  jobs  will  be  lost  and  small  business  as  a  whole  will 
suffer  a  devastating  setback.  Staff  reductions  may  also  cause  serv- 
ice levels  to  deteriorate  for  the  traveling  public,  who  are  my  cus- 
tomers. Staff  reductions  and  the  loss  of  employees  may  well  affect 
my  ability  to  continue  to  stay  in  business  over  the  long  haul. 

Although  the  airlines  recommend  that  travel  agencies  charge 
service  fees  to  compensate  for  lost  revenue  due  to  the  commission 
caps,  they  will  be  the  first  to  tell  you  that  their  reservations 
agents,  their  counter  ticketing  agents  and  their  city  ticket  offices 
will  not  charge  any  fees.  The  result  of  this  will  be  the  mass  move- 
ment of  consumers  from  retail  travel  agencies  to  the  airlines  direct, 
which  in  my  opinion  is  quite  by  design.  It  seems  unfair  to  me  that 
it  will  be  the  airlines  that  will  benefit  from  this  commission  cap 
one  way  or  the  other. 

For  travel  agencies  who  elect  not  to  charge  service  fees,  their 
profitability  will  be  seriously  jeopardized.  For  agencies  electing  to 
charge  service  fees,  they  will  lose  their  customers  to  the  airlines. 
Either  way,  small  retail  travel  agencies  lose. 

Also,  it  seems  unfair  to  me  that  the  airlines  would  cap  commis- 
sions on  the  upside  of  an  airline  ticket  to  minimize  agency  profit 
margins,  but  not  cap  commissions  on  the  low  side  of  an  airline  tick- 
et to  minimize  travel  agency  losses.  For  an  example,  the  airlines 
have  elected  to  reduce  the  traditional  commission  of  $100,  which  is 
10  percent,  of  an  airline  ticket  of  $1,000  to  $50,  thus  reducing  the 
profit  margin  on  that  sale  by  50  percent.  However,  they  will  still 
only  pay  a  commission  of  $10  on  a  $100  airline  ticket,  which  costs 
my  agency  approximately  $25  to  run.  Ironically,  a  significant  por- 
tion of  my  $25  cost  lies  in  paying  for  my  computerized  airline  res- 
ervations system  which  is  owned  by  American  Airlines. 

In  summary,  the  implementation  of  commission  caps  places  a 
tremendous  burden  on  retail  travel  agencies  because  it  eliminates 
opportunities  for  high  margin  sales,  yet  does  nothing  to  protect 
travel  agencies  against  their  losses  in  issuing  low  margin  tickets. 

My  agency  provides  the  same  unbiased,  excellent  service  to  the 
traveling  public  whether  the  airline  ticket  costs  $100  or  $1,000. 
Consumers  who  are  forced  to  go  direct  to  the  airlines  will  not  bene- 
fit from  a  travel  agent's  professional  expertise,  knowledge  and  the 
ability  to  obtain  unbiased  information. 
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Unfortunately,  my  future  customers  will  experience  reduced  lev- 
els of  service  due  to  the  cost-cutting  measures  I  must  implement. 
With  commission  caps  in  place  and  their  serious  impact  on  the  un- 
biased travel  distribution  system,  my  customers  lose,  my  employees 
lose,  and  I  lose.  It  seems  as  though  the  only  winners  these  days 
are  the  airlines. 

Thank  you.  Madam  Chair,  for  the  opportunity  to  testify  today.  I 
will  be  delighted  to  answer  any  questions  from  you  or  the  commit- 
tee. 

[Ms.  Panegasser's  statement  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  Thank  you  very  much  for  being  with  us, 
Diane.  We  do  have  a  vote  on  the  floor.  If  someone  could  find  out 
for  us  which  this  vote  is  and  inform  our  members. 

I  think  that  we  will  go  ahead  with  one  more  witness,  if  that's  ac- 
ceptable to  the  committee.  Our  next  witness  is  Mr.  Dan  Bohan, 
chief  operating  officer  of  the  Omega  World  Travel,  Incorporated,  of 
Fairfax,  Virginia.  I  believe  that  —  now,  Mr.  Bohan,  I  was  thinking 
you  were  an  officer  of  one  of  the  national  groups  also. 

Mr.  Bohan.  No. 

Chairwoman  Meyers.  But  proceed. 

TESTIMONY  OF  DAN  BOHAN,  CHIEF  OPERATING  OFFICER, 
OMEGA  WORLD  TRAVEL,  INC.,  FAIRFAX,  VIRGINIA 

Mr.  Bohan.  Thank  you.  As  you  mentioned,  my  name  is  Dan 
Bohan.  I'm  the  minority  owner  of  Omega  World  Travel  of  Fairfax, 
Virginia.  My  wife,  Gloria,  is  the  majority  owner  and  she  started  the 
agency  in  1972  with  one  employee.  Today  we  have  hundreds  of  em- 
ployees and  we  operate  in  30  States. 

In  answer  to  your  specific  question.  Madam  Chairman,  about  the 
effect  of  the  commission  crisis,  I  want  to  tell  you  that  Omega  is  al- 
ready diversified.  We  do  about  $150  million  in  Grovernment  travel, 
$150  million  in  corporate  and  $100  million  in  leisure,  including  lots 
of  tours  and  cruises.  So,  more  diversification  is  not  the  answer  for 
us.  Nor  are  service  charges  the  answer,  as  we  cannot  legally  charge 
service  charges  to  the  Government  and  we  cannot  realistically  do 
so  in  the  private  sector  either.  Instead,  our  survival  has  required 
us  to  cut  expenses  wherever  possible.  The  biggest  expense  we  have 
that  is  cuttable  is  rebates  to  our  business  clients. 

You  also  asked  about  what  cost-cutting  alternatives  exist  for  the 
airlines.  The  fact  is  that  1995  is  going  to  be  the  most  profitable 
year  ever  for  the  U.S.  airline  industry,  so  we  should  not  get  side- 
tracked into  feeling  sorry  for  the  airlines. 

Instead,  I  would  like  to  take  this  opportunity  to  testify  about  the 
effect  of  the  airline  commission  caps  on  a  major  area  of  our  busi- 
ness, Federal  Government  travel. 

At  Omega  Travel,  we  handle  over  $150  million  a  year  in  official 
travel  for  almost  200  Federal  agencies.  We  have  24  separate  con- 
tracts which  we  won  through  competition  with  America's  very  larg- 
est travel  agencies,  including  American  Express,  Carlson, 
Rosenbluth  and  even  the  airline  owned  company  SatoTravel.  These 
contracts  all  require  us  to  provide  business  type  travel  to  Federal 
employees  traveling  on  official  business. 

Over  half  of  our  contracts  were  awarded  by  the  GSA,  Greneral 
Services  Administration,  with  which  we  have  been  doing  business 
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for  13  years.  Today,  we  are  GSA's  oldest  travel  management  center 
contractor,  and  we  handle  such  agencies  as  USIA,  Energy,  Edu- 
cation, Labor,  FCC,  Veterans  Administration,  et  cetera.  We  also 
handle  the  majority  of  NASA's  official  travel  under  a  contract 
awarded  directly  by  NASA.  Finally,  we  have  nine  Department  of 
Defense  contracts,  primarily  with  the  Marine  Corps,  although  we 
also  have  Air  Force  contracts  in  California,  the  majority  of  whose 
travel  —  the  Marine  Corps  being  the  majority  of  travel  that  we 
handle. 

GSA's  travel  management  center  program  has  recently  shifted  to 
industrial  funding  rather  than  appropriated  funding,  as  you  mem- 
bers are  probably  aware.  This  change  was  mandated  by  Congress. 
Its  practical  effect  has  been  to  require  each  travel  agency  winning 
a  new  contract  to  pay  a  minimum  mandatory  rebate  or  revenue 
share  of  .56  percent  of  airline  sales  to  the  GSA  to  fund  the  pro- 
gram. We  at  Omega  have  not  objected  to  industrial  funding,  as  the 
alternative  would  be  for  GSA's  Program  to  cease  and  to  have  each 
Federal  agency  do  its  own  procurement  or,  worse  yet,  have  the 
DOD  bundle  it  in  multi-$100  million  awards.  We  are  concerned, 
however,  that  while  industrial  funding  has  been  imposed  on  travel 
agencies,  the  airlines  have  successfully  delayed  implementation  of 
industrial  funding  on  themselves. 

At  the  same  time,  GSA  and  DOD  are  doing  something  that  we 
do  not  support,  as  it  is  costing  us  over  $1  million  in  1995.  I'd  like 
to  mention  that  was  more  than  our  profit  in  1994.  Before  I  explain 
what  GSA  and  DOD  are  doing,  let  me  tell  you  that,  after  the  major 
airlines  announced  their  commission  caps,  a  revolution  occurred  in 
the  private  section  of  high-volume  business  travel.  Since  about 
1980,  it  has  been  typical  for  travel  agencies  to  rebate  a  share  of 
their  commission  with  large  corporate  clients.  The  amount  of  re- 
bate or  revenue-sharing,  if  you  will,  has  depended  on  factors  such 
as  volume,  work  done  by  the  corporation  instead  of  the  agency, 
competition  and  commission  levels. 

Starting  just  10  years  ago,  the  Government  also  required  these 
rebates  in  proposals  from  travel  agencies,  and  travel  agencies  have 
indeed  offered  rebates  that  are  comparable  to  those  in  the  private 
sector.  At  Omega,  we  have  rebated  conservatively  but  competi- 
tively, and  our  total  Government  rebates  were  over  $4  million  in 
1994. 

The  private-sector  revolution  occurred  this  spring  following  the 
commission  caps.  One  of  the  main  purposes  of  the  commission  caps 
was  to  force  travel  agencies  to  roll  back  rebates.  By  effectively  cut- 
ting Omega's  total  commissions  by  about  20  percent  on  high-vol- 
ume corporate  accounts  and  about  10  percent  across  the  board  on 
all  of  our  accounts,  the  airlines  have  obligated  us  to  seek  our  ac- 
counts' permission  to  reduce  their  rebates.  Omega,  like  every  other 
travel  agency  this  spring,  successfully  negotiated  for  the  substan- 
tial reduction  of  all  of  our  private  sector  domestic  rebates.  All. 

However,  when  we  requested  the  same  relief  from  the  Govern- 
ment, we  hit  a  brick  wall.  Three  of  our  contracting  officers  have 
flatly  declined  our  reduction  requests,  and  two  others,  who  are  re- 
sponsible for  the  bulk  of  our  GSA  contracts,  have  informally  told 
us  that  an  official  refusal  will  be  issued  soon. 
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The  difference  between  the  Government  and  the  private  sector's 
reactions  to  the  commission  caps  is  so  startling  that  it  has  been  the 
subject  of  numerous  trade-press  articles  and  columns,  and  I  have 
attached  one  for  the  committee's  perusal. 

Madam  Chairman,  this  difference  should  not  exist.  The  Govern- 
ment should  grant  the  same  relief  that  our  corporate  clients  have, 
to  reduce  our  rebates  to  a  level  that  compensates  for  our  reduced 
capped  commission  revenues. 

I  would  add  that,  logically,  the  Government  should  have  even 
been  more  responsive  to  our  requests  than  corporations  were,  as 
two  other  Government  travel  developments  have  severely  impacted 
our  profits.  First,  the  level  of  Government  airfares  keeps  dropping 
as  a  result  of  GSA's  tremendous  success  in  obtaining  lower  bids 
from  the  major  airlines  each  year.  Of  course,  as  airfares  drop,  our 
commission  dollars  drop  also.  Second,  the  number  of  tickets  has  de- 
clined at  many  Federal  agencies  due  to  budget  cutbacks.  Thus,  in 
Government  travel,  we  have  been  hit  by  an  unforeseeable  triple 
whammy,  commission  caps,  lower  airfares,  and  slashed  travel 
budgets.  Yet,  we  still  have  to  pay  our  rebates  at  levels  set  before 
these  unforeseen  developments  occurred.  That  is  unfair. 

Madam  Chairman,  when  travel  agencies  compete  for  Federal  ac- 
counts they  face  a  unique  competitor,  SatoTravel,  which  is  a  large 
travel  agency  owned  by  the  11  largest  U.S.  airlines.  In  terms  of 
size,  SatoTravel  is  one  of  the  top  five  travel  agencies  in  the  Nation. 

Through  SatoTravel,  the  airlines  jointly  fix  the  price  of  their 
services  to  the  Government  by  setting  a  uniform  rebate  percentage 
to  be  paid  by  SatoTravel  regardless  of  the  airline  used  for  a  trip. 
Through  SatoTravel,  the  airlines  bid  jointly  on  travel  management 
center  contracts  and  decline  to  submit  individual  proposals  to  staff 
on-site  travel  offices,  even  though  they  are  capable  of  performing 
such  contracts  individually. 

In  addition,  SatoTravel  is  not  affected  by  the  same  commission 
caps  imposed  on  all  other  travel  agencies.  These  two  apparent  anti- 
trust violations,  price  fixing  and  group  boycotting,  have  been  the 
subject  of  complaints  to  the  Justice  Department,  asking  for  an  in- 
vestigation of  SatoTravel,  but  the  Department  has  ignored  these 
requests. 

In  the  last  few  weeks.  SatoTravel's  unfair  competition  has  taken 
on  a  new  dimension,  cross  border  international  ticketing.  Whereas 
the  airlines  prohibit  travel  agencies  from  making  reservations  in 
the  United  States  and  issuing  tickets  in  other  countries  using  our 
own  ticket  printers  there,  the  airlines  have  allowed  SatoTravel  to 
do  just  that.  Therefore,  SatoTravel  now  has  set  out  to  capture  cor- 
porate business  for  the  first  time,  with  an  unfair  advantage  over 
other  travel  agencies,  which  either  mail  tickets  direct  across  bor- 
ders or  use  another  travel  agency  headquartered  in  each  foreign 
country  to  issue  tickets  abroad. 

SatoTravel  is  a  relic  of  the  regulated  era  and  has  no  legal  or  eco- 
nomic reasons  for  existing.  Although  it  claims  to  operate  more  inex- 
pensively than  travel  agencies,  this  claim  is  false,  as  it  is  based  on 
the  ridiculous  assumption  that  travel  agencies'  average  commission 
is  12.5  percent.  This  is  a  gross  exaggeration.  For  Government  trav- 
el, our  commissions,  including  any  bonuses  or  overrides,  are  9  per- 
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cent  of  total  ticket  price;  for  other  travel,  our  commissions  average 
just  under  11  percent. 

The  truth  of  the  matter  is  that  the  airlines  keep  SatoTravel  in 
business  as  a  way  of  avoiding  competitive  bidding  for  Government 
business.  Without  SatoTravel,  each  airline  could  and  probably 
would  enter  the  travel  management  center  procurement  arena. 
Such  additional  competition  would  obviously  be  good  for  the  Grov- 
ernment. 

The  overall  themes  of  my  testimony  have  been  that  the  Govern- 
ment should  be  more  like  the  private  sector  and  more  competition 
is  in  the  Government's  best  interest.  Along  these  lines,  there  is  an- 
other development  I  want  to  touch  on  briefly.  At  the  Department 
of  Defense,  there  is  a  high  level  task  force  that  is  looking  into 
streamlining  travel  procurement  department  wide. 

The  task  force's  goals  are  admirable,  but  it  is  probably  going  to 
recommend  that  the  Department  do  something  that  is  extremely 
anticompetitive,  consolidate  all  procurement  into  gigantic  $300  mil- 
lion plus  awards  that  only  SatoTravel  and  one  or  two  other  travel 
companies  could  qualify  for.  This  will  shut  out  our  company, 
Omega,  and  most  other  travel  agencies  that  have  served  DOD  com- 
ponents for  a  decade. 

In  conclusion,  I  would  ask  that  the  committee  do  three  things. 
First,  please  use  your  best  efforts  to  persuade  the  contracting  offi- 
cers at  both  GSA  and  DOD  to 

Chairwoman  Meyers.  Mr.  Bohan? 

Mr.  Bohan.  Yes. 

Chairwoman  Meyers.  I  think  I'm  going  to  ask  you  to  make  the 
three  recommendations  when  we  come  back.  Because  it's  too 
rushed,  and  I  think  we  will  have  more  members  present  at  that 
time.  So,  we'll  come  back,  hear  your  three  recommendations  and 
our  last  two  witnesses.  Thank  you. 

[10-minute  recess.] 

Chairwoman  Meyers.  The  committee  will  come  to  order.  When 
last  we  were  together,  we  were  just  about  to  finish  up  Mr.  Bohan's 
testimony.  So,  if  all  of  you  will  turn  to  page  8,  he  has  some  rec- 
ommendations, and  then  we  will  hear  from  Mary  Hogan  and  Dr. 
David  Edgell.  Or  Edgell? 

Dr.  Edgell.  Edgell. 

Chairwoman  Meyers.  Mr.  Bohan. 

You  can  understand  why  our  schedule  around  here  is  difficult 
and  why  we're  guided  by  lights  and  so  forth,  because 

Mr.  Bohan.  I  understand  it  completely.  Thank  you. 

Chairwoman  Meyers  [continuing],  the  time  gets  so  tight.  Go 
ahead. 

Mr.  Bohan.  In  conclusion,  I  would  ask  that  the  committee  do 
three  things.  First,  please  use  your  best  efforts  to  persuade  our 
contracting  officers  at  GSA  and  DOD  to  approve  our  rebate  reduc- 
tion requests.  Otherwise,  we  will  lose  over  $1  million  in  1995  alone 
due  to  the  Government's  intransigence,  even  though  the  private 
sector  has  completely  acquiesced  in  the  quiet  revolution  that  I  have 
described.  Every  single  private  sector  company  has  agreed  to  nego- 
tiate. The  only  people  who  have  not  have  been  the  Government. 

Second,  please  urge  the  Justice  Department  to  investigate 
SatoTravel's  unfair  and  anticompetitive  price  fixing  and  boycotting 
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activities  and,  if  the  Department  agrees,  please  urge  it  to  move  to 
dismantle  that  relic  of  the  regulatory  era. 

Third,  please  urge  the  Defense  Department  not  to  consolidate  its 
travel  management  awards  into  giant  contracts  for  which  only  one, 
two,  or  three  companies  would  be  able  to  bid. 

Thank  you,  and  I'll  be  happy  to  answer  any  questions. 

[Mr.  Bohan's  statement  may  be  found  in  the  appendix,] 

Chairwoman  Meyers.  Thank  you  very  much,  Mr.  Bohan.  We  ap- 
preciate your  comments. 

Our  next  witness  is  Ms.  Mary  Hogan,  a  former  owner  of  Hogan 
Travel,  Arlington,  Massachusetts. 

TESTIMONY  OF  MARY  HOGAN,  FORMER  OWNER  OF  HOGAN 
TRAVEL,  ARLINGTON,  MASSACHUSETTS 

Ms.  Hogan.  Madam  Chair,  I'd  like  to  take  this  opportunity  to 
say  thank  you  for  inviting  me  to  appear  before  you  today.  I  am 
truly  a  small  business  owner.  My  revenue  was  $1.5  million  at  the 
time  of  my  closing. 

I  truly  appreciate  your  holding  this  hearing  on  the  effects  of  the 
airline  commission  caps  and  how  it  relates  to  the  small  travel 
agency  businesses,  and  I  am  honored  to  speak  as  a  former  owner 
of  a  small  travel  agency  business. 

I  would  like  to  begin  by  telling  you  how  the  airline  commission 
caps  have  affected  myself  and  my  family.  Fifteen  years  ago  I  began 
working  as  a  travel  agent  for  a  small  travel  agency  in  Massachu- 
setts. My  progress  went  well  and  within  5  years  I  was  managing 
a  full  service  agency.  I  managed  two  agencies  before  deciding  to 
branch  out  on  my  own.  I  was  not  a  novice.  I  knew  the  ups  and 
downs  of  the  travel  business.  No  pun  intended. 

In  1990,  within  1  month  of  opening  my  dream  agency,  the  Gulf 
War  broke  out.  A  few  months  later  the  United  States  was  suffering 
from  a  mild  recession.  1990  finally  ended  and  I  came  through  it 
with  flying  colors.  I  made  good  solid  business  decisions  and  I  made 
a  modest  profit.  Life  was  good.  I  got  involved  with  the  community 
my  agency  was  located  in.  I  joined  the  Chamber  of  Commerce  and 
before  long  was  asked  to  join  Rotary.  I  am  a  well  respected  busi- 
nesswoman. My  agency  mix  was  65  percent  airline  tickets,  35  per- 
cent other  travel  business.  I  had  two  full  time  employees  plus  my- 
self. 

My  problems  began  during  the  next  5  years.  Three  or  four  of  the 
major  airlines  were  in  and  out  of  Chapter  11.  The  effects  of  an  air- 
line entering  into  Chapter  11  can  be  devastating  on  a  small  travel 
agency  business.  Once  an  airline  declares  Chapter  11  and  is  pro- 
tected from  its  creditors,  it  can  then  begin  having  crazy  airline 
ticket  sales.  More  often  than  not  these  sales  consist  of  ridiculously 
low  ticket  prices  that  often  force  all  the  other  airlines  to  match. 
This  in  itself  is  good  for  the  consumer,  but  devastating  to  the  small 
travel  agency  business. 

Why?  Because  the  small  travel  agency  businesses  are  forced  by 
the  airline  to  refund  higher  priced  tickets  for  the  sale  prices.  While 
I  agree  with  this  principle  in  theory,  it  wreaks  havoc  on  our  profit 
line.  Not  only  do  we  refund  the  consumer,  but  the  airlines  demand 
the  commission  between  the  higher  priced  ticket  and  the  lower 
priced   ticket  be   refunded  back   to   them,   even   though   we  have 


15 

worked  to  produce  that  ticket.  This  happens  most  often  on  tickets 
that  have  been  issued  weeks  and  sometimes  months  earlier.  In  es- 
sence, the  commission  on  those  tickets  has  gone  to  pay  salaries  and 
operating  expenses. 

We,  as  small  business  owners,  always  feel  we  have  a  black  cloud 
hanging  over  our  heads  because  we  never  know  when  we  have  to 
give  back  what  we  rightly  earned.  When  was  the  last  time  any  of 
us  bought  a  car,  a  washing  machine  or  a  major  purchase  and  were 
able  to  get  a  refund  weeks  later?  Can  any  of  us  imagine  these 
salesmen  returning  their  hard  earned  commission?  Well,  I  can,  be- 
cause I  did  it  for  years,  and  it  ate  away  at  my  profit  line. 

For  me  the  final  blow  came  on  February  9.  Delta  Airlines  via  a 
fax  transmission  announced  to  thousands  of  travel  agents  nation- 
wide that  it  no  longer  would  pay  10  percent  commission  on  domes- 
tic round-trip  airline  tickets.  Delta  decided  it  was  going  to  place  a 
commission  cap  of  $50  and  $25  respectively.  Within  hours,  all  the 
major  airlines  made  the  same  announcement,  most  using  the  exact 
wording.  How  could  four  of  the  major  U.S.  airlines  carriers  make 
such  a  Dusiness  decision  without  conferring  with  each  other?  Why 
did  their  announcements  look  similar  and  even  some  exactly  alike? 
Did  they  know  what  each  other  was  doing?  How  could  thev  be  al- 
lowed to  reduce  our  commissions  when  we  could  barely  make  it  on 
the  10  percent  commission? 

Their  reasons  for  doing  so?  They  were  sick  of  subsidizing  the  low 
tickets  with  the  high  end  tickets.  The  reason  we  were  able  to  write 
low  end  tickets  in  the  first  place  was  because  we  knew  a  certain 
amount  of  the  tickets  written  through  our  small  agencies  would  be 
valued  at  $500  or  more  and  we  could  pick  up  the  slack.  But  now 
we  were  told  no  matter  how  many  tickets  we  wrote,  no  matter  how 
much  extra  work  went  into  writing  and  re-writing  the  tickets,  we 
would  no  longer  be  compensated  for  our  work. 

My  agency  income  was  being  cut  by  18  percent  and  I  was  ex- 
pected to  continue  to  pay  salaries  and  other  operating  expenses. 
Once  again  the  small  business  travel  agency  was  asked  to  carry  the 
burden  of  the  mismanaged  big  business  airlines. 

Lower  airfares  for  the  consumer  was  another  reason  given  for 
cutting  the  commission.  The  fares  have  steadily  risen  since  Feb- 
ruary. I  believe  they  are  at  a  5-year  high  at  this  moment. 

Small  travel  agency  businesses  were  expensive  to  do  business 
with  was  yet  anotner  reason  given.  Most  small  agencies  never  even 
see  an  airline  sales  agent.  They  were  on  their  own  from  day  one. 

Many  reasons  have  oeen  given  as  to  why  the  airlines  have  done 
this,  but  not  many  have  made  sense.  Within  days  of  making  its 
commission  cap  cuts.  Delta,  American,  United  and  Northwest  Air- 
lines had  their  sales  staff  out  in  force  visiting  the  mega  agencies. 
The  reason  for  the  visits  were  to  cut  deals  ana  give  the  mega  agen- 
cies upward  of  15  percent  commission  if  they  would  move  the  mar- 
ket share. 

I'm  confused.  If  small  agencies  were  getting  10  percent  and  send- 
ing the  business,  why  did  the  airlines  take  it  away  and  walk  across 
the  street  and  give  more  commission  to  the  megas?  I  can  compete 
with  the  mega  agencies  on  my  own,  but  when  the  airline  takes  the 
commission  away  from  me  and  g^ives  it  to  the  megas,  I  ask  are  the 
airlines  using  the  mega  agencies  to  put  the  small  agencies  out  of 
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business?  Is  it  the  plan  to  have  just  mega  agencies  and,  if  so,  why? 
What  is  the  point  of  this  madness? 

The  travel  agency  distribution  system  is  responsible  for  booking 
85  percent  of  the  airline  tickets  issued  in  the  United  States.  The 
airlines  were  paying  a  flat  10  percent  commission  on  the  base  fare. 
With  this  10  percent  commission  payout,  the  airlines  have  over 
40,000  travel  agencies,  plus  the  employees  within  those  agencies, 
working  for  them.  They  aren't  paying  benefits,  they  aren't  paying 
salaries,  they  aren't  paying  operating  expenses. 

In  fact,  as  it  is,  they  are  still  not  and  never  were  paying  their 
fair  share.  The  amount  of  work  provided  by  an  agent  to  keep  the 
airline  passenger  happy  goes  untold.  The  travel  agent  is  a  buffer 
between  the  airlines  and  the  passenger,  many  times  acting  as  the 
protector  of  the  passenger's  rights. 

There  are  many  times  an  agent  reissues  airline  tickets,  collecting 
an  airline  imposed  service  fee,  only  to  see  $5  of  the  $35  fee,  be- 
cause $30  of  it  goes  directly  in  the  airline's  pocket  tax  free.  The  air- 
lines are  making  millions  of  dollars  on  these  so  called  service  fees 
and  recently  have  issued  an  increase  to  $50. 

What  has  the  commission  cap  done  to  Hogan  Travel?  Because  a 
good  amount  of  my  ticket  business  was  over  $500,  I  could  not  af- 
ford the  cut  in  commissions.  I  have  closed  my  agency  and  I  have 
seen  my  dream  go  down  the  drain.  It's  forced  me  to  render  two 
good  employees  unemployed.  Countless  hours  spent  in  my  agency, 
time  away  from  my  family,  for  what?  To  allow  the  airlines  to  dip 
into  my  pockets? 

The  truth  of  the  matter  is  the  workload  was  increasing  and  the 
pay  was  decreasing.  I  guess  I  didn't  have  to  be  a  rocket  scientist 
to  figure  out  the  odds  of  my  surviving  this. 

There  are  many,  many  small  agencies  throughout  this  country 
who  are  in  the  same  boat  as  I.  The  agency  I  work  at  now  is  feeling 
the  same  strain  of  the  commission  caps.  I  have  an  agent  who  has 
come  here  with  me  today,  who  will  have  a  $75,000  loss  in  commis- 
sion because  of  this. 

Small  travel  agency  businesses  throughout  Massachusetts  are 
helping  me  finance  a  lawsuit  I  have  against  the  airline,  Hogan 
Travel  versus  Delta,  et  al.  The  international  carriers  are  watching 
to  see  what  happens  with  this  hearing,  as  well  as  the  commission 
cap  injunction  hearing  that  took  place  in  the  Minneapolis  Federal 
Court  last  Friday.  The  international  airlines  are  already  hinting 
that  they  are  looking  at  commission  caps  in  the  future,  pending  the 
results  of  both  hearings. 

If  the  airlines  are  allowed  to  get  away  with  the  systematic  elimi- 
nation of  small  to  mid  size  agencies,  the  days  of  the  small  business 
travel  agencies  will  be  numbered.  Small  businesses  like  mine  are 
closing  on  a  daily  basis.  It  may  be  too  soon  to  tell  how  many  right 
now.  I've  had  numerous  calls  this  week,  saying  make  sure  you  let 
them  know  that  it's  too  early  right  now,  but  I  don't  know  if  I'll 
make  it  to  the  end  of  the  year. 

If  agency  owners  weren't  concerned  about  retaliation  from  the 
airlines,  they  would  be  here,  speaking  out  about  the  devastating  ef- 
fects the  commission  caps  are  having  on  the  small  businesses. 
Thank  you. 
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Chairwoman  Meyers.  Thank  you  very  much,  Ms.  Hogan.  I'm 
sorry  about  your  agency  and  we're  very  pleased  that  you  took  the 
time  to  come  to  us  today. 

Ms.  Hogan.  I  just  added  one  piece  of  evidence,  because  the  air- 
lines told  us  that  they  were  not  cutting  deals  with  the  mega  agen- 
cies, and  yesterday  we  got  this  —  with  Uniglobe  you  can  earn  more 
than  $50  on  an  airline  ticket,  with  Uniglobe's  leading  industry 
override  program.  So,  they're  flaunting  that  they're  getting  more 
money  than  we  are,  so  if  we  join  Uniglobe,  pay  them  a  fee  to  belong 
to  Uniglobe,  they  will  get  us  a  higher  commission,  the  very  thing 
that  the  airlines  told  they  weren't  doing. 

Chairwoman  Meyers.  Thank  you  very  much,  Ms.  Hogan. 

Ms.  Hogan.  You're  welcome. 

[Ms.  Hogan's  statement  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  Dr.  David  Edgell.  Dr.  Edgell  is  also  a 
former  Kansan,  and  we're  glad  to  have  you  here. 

TESTIMONY  OF  DR.  DAVID  EDGELL,  COMMISSIONER  OF  TOUR- 
ISM, U.S.  VIRGIN  ISLANDS,  CHARLOTTE  AMALIE,  ST.  THOMAS 

Dr.  Edgell.  Thank  you.  Madam  Chair.  It's  an  honor  and  a  privi- 
lege for  me  to  be  here  this  morning,  to  appear  before  the  Small 
Business  Committee. 

My  name  is  David  Edgell  and  my  official  title  is  commissioner 
designate  of  the  U.S.  Virgin  Islands  Department  of  Tourism.  It  is 
a  long  way  from  Kansas. 

Prior  to  this  recent  designation  —  effective  on  May  the  8,  1995 
—  I  was  working  as  an  entrepreneur,  a  professor,  an  author,  a  con- 
sultant and  invited  speaker,  with  an  office  in  the  Kansas  City  area 
and  residing  in  both  Bashor,  Kansas  and  Blue  Springs,  Missouri. 

Prior  to  1994  I  served  as  a  senior  official  in  the  U.S.  Travel  and 
Tourism  Administration,  including  a  short  stint  as  the  Acting 
Under  Secretary  of  Commerce  for  Travel  and  Tourism. 

Before  addressing  directly  the  issue  of  the  travel  agency  commis- 
sion caps,  let  me  briefly  describe  for  this  committee  the  significance 
of  tourism  for  the  U.S.  Virgin  Islands. 

To  begin  with,  travel  and  tourism  is  the  U.S.  Vir^n  Islands' 
most  valuable  industry.  In  1994  almost  2  million  visitors  to  the 
U.S.  Virgin  Islands  spent  about  $1  billion  and  maintained  10,000 
jobs,  almost  all  of  those  small  businesses. 

Tourism  is  so  important  to  the  U.S.  Virgin  Islands  that  on  May 
the  8th,  1995,  Governor  Roy  Schneider  signed  new  legislation  to 
create  a  cabinet  level  Department  of  Tourism  for  the  U.S.  Virgin 
Islands.  As  a  result  of  this  new  legislation,  the  U.S.  Virgin  Islands 
will  play  a  more  significant  role  in  international,  national  and  Car- 
ibbean tourism  activities,  including  participation  in  the  regional 
meetings  of  the  Caribbean  Tourism  Organization,  the  White  House 
Conference  on  Tourism  in  Washington,  DC,  the  Organization  of 
American  States  Inter-American  Travel  Congress  in  Quito,  Ecua- 
dor, the  World  Telecommunications  and  Tourism  Conference  in 
Kansas  City  and  other  national,  regional  and  worldwide  events. 

Travel  and  Tourism,  as  I  mentioned,  is  the  U.S.  Virgin  Islands' 
most  valuable  industry,  producing  income,  creating  jobs  and  spur- 
ring economic  development.  From  a  purely  economic  policy  perspec- 
tive, tourism  for  the  U.S.  Virgin  Islands  is  a  vital  economic  devel- 
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opment  tool,  promoting  economic  diversification,  fostering  new 
product  development,  generating  needed  income,  rapidly  creating 
new  jobs  and  contributing  to  economic  integration.  The  U.S.  Virgin 
Islands  Government  is  fully  committed  to  a  broad  based  tourism 
product  that  will  provide  its  citizens  with  increased  opportunities 
for  a  higher  quality  of  life  and  which  will  create  sustained  and  en- 
vironmental benefits  for  the  islands. 

Effective  February  the  10th,  1995,  Delta  Airlines  initiated,  and 
other  major  airline  carriers  followed,  a  cap  on  domestic  airline  com- 
missions, i.e.  travel  within  and  between  the  continental  U.S. A,  Ha- 
waii, Alaska,  Puerto  Rico,  and  the  U.S.  Virgin  Islands,  of  $25  on 
all  one-way  tickets  and  $50  on  all  round-trip  tickets.  That  trans- 
lates into  no  revenue  for  the  agents  on  tickets  priced  over  250  one- 
way and  500  round-trip,  unless  travel  agents  charge  the  consumer 
a  service  charge. 

Furthermore,  airlines  have,  over  the  years,  played  with  the  defi- 
nition and  status  of  both  Puerto  Rico  and  the  U.S.  Virgin  Islands. 
From  a  tourism  perspective,  these  territories  have  always  been  con- 
sidered international,  with  the  recent  exception  of  this  domestic 
cap  program.  It  is  critical  to  note  that  the  other  non-State  entities 
under  the  U.S.  Hag,  Guam,  American  Samoa,  Wake,  Midway,  the 
Trust  Territory  of  the  Pacific  Islands,  the  Northern  Mariana  Is- 
lands, the  Federated  States  of  Micronesia,  the  Marshall  Islands 
and  the  Republic  of  Palau,  have  not  been  included  in  this  domestic 
cap  program.  This  obviously  discriminates  against  the  U.S.  Virgin 
Islands  and  makes  it  difficult  for  the  U.S.  Virgin  Islands  to  com- 
pete with  its  neighbors. 

The  devastating  effect  of  this  arbitrary  and  unilateral  decision 
are  two-fold.  First  of  all,  we  are  very  overly  concerned  about  the 
airline  caps  because  all  of  our  non-U. S.  Caribbean  neighbors  now 
have  a  distinct  advantage.  Stateside  agencies  are  not  happy  nor 
comfortable  with  the  prospect  of  asking  their  agents  to  pay  a  serv- 
ice fee.  However,  they  have  little  alternative  if  they  want  to  pay 
their  bills.  Given  the  option  of  selling  a  Caribbean  destination  that 
is  considered  international  with  no  commission  cap,  as  against  one 
that  will  require  charging  a  service  fee  to  replace  the  commission 
cap,  they  will  use  their  influence  to  promote  the  non-U. S.  destina- 
tion. 

The  impact  has  hurt  the  U.S.  Virgin  Islands  so  much  that  one 
of  the  hotels,  the  Marriott's  Frenchman's  Reef  Hotel,  has  responded 
to  this  dilemma  by  offering  to  pay  the  lost  commission  to  travel 
agents  along  with  their  normal  hotel  commission.  They  have  recog- 
nized the  potential  detriment  to  future  bookings.  Our  Caribbean 
neighbors  are  now  using  this  advantage,  the  fact  that  they  don't 
have  a  commission  cap,  in  their  marketing  and  advertising  efforts. 

Needless  to  say,  the  tourism  industry  can  ill-afford  another  dis- 
advantage, nor  can  the  Virgin  Islands'  Government  afford  addi- 
tional loss  of  tax  revenue  through  the  loss  of  tourism  business.  This 
situation  will  affect  all  accommodations,  yacht  charters,  taxis,  res- 
taurants, retailers,  local  ground  tour  operators,  and  destination 
management  companies,  almost  all  of  which  are  small  businesses. 
The  spinoff  will  affect  the  nontourism  sector.  The  possibility  exists 
that  the  airlines  will  reduce  service  if  visitor  numbers  decrease, 
thereby  reducing  port  authority  fees. 
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In  addition,  to  be  called  a  domestic  destination  for  the  U.S.  Vir- 
gin Islands  will  harm  our  exotic  image  and  cause  visitors  to  ques- 
tion the  value  of  our  duty  free  status.  These  psychological  subtle- 
ties will  work  against  us. 

The  second  part  of  the  equation  is  the  effect  upon  the  Virgin  Is- 
lands travel  agencies,  of  which  there  are  39.  Many  of  these  travel 
companies  have  more  than  one  branch.  Each  office  averages  ap- 
proximately three  to  four  employees  per  branch.  There  is  no  ques- 
tion that  diminished  income  will  force  personnel  layoffs  and  many 
agencies  to  close  completely. 

A  recent  study  shows  that  although  the  number  of  tickets  over 
these  capped  amounts  is  only  10  percent  of  the  total,  they  rep- 
resent about  30  percent  of  Virgin  Islands  travel  agency  commis- 
sions, almost  one-third  of  their  revenue.  Please  note  travel  agency 
profits  have  traditionally  been  in  the  1  percent  range  to  begin  with. 

Recommendations.  We  recommend  that  the  White  House  be  ad- 
vised and  the  Attorney  General  be  consulted  regarding  the  legal 
ramifications  of  Puerto  Rico  and  the  U.S.  Virgin  Islands  indiscrimi- 
nately being  given  a  domestic  status  while  the  other  U.S.  common- 
wealths and  territories  are  considered  international.  Furthermore 
and  inasmuch  as  ASTA  and  the  other  stateside  travel  agency 
groups  are  fighting  their  battle  in  the  courts  through  litigation,  we 
are  hopeful  and  supportive  that  they  will  prevail  in  the  courts. 

Thank  you,  Madam  Chair.  I'll  be  pleased  to  answer  any  ques- 
tions. 

[Dr.  Edgell's  statement  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  Thank  you  very  much  for  your  interesting 
testimony.  Dr.  Edgell.  We  will  have  questions  at  this  time  and  I'm 
going  to  start  the  questioning  with  Mr.  Skelton  from  Missouri. 

Mr.  Skelton.  Thank  you  very  much.  Madam  Chairman,  let  me 
compliment  you  on  this  hearing.  I  think  it's  very  important  for 
small  businesses  as  well  as  for  the  travel  industry.  I've  said, 
Madam  Chairman,  for  a  long  time  that  the  most  underrated  poten- 
tial for  export  income  is  in  the  travel  business,  particularly  inter- 
national, and  someday  we  will  realize  this  as  we  should. 

Mrs.  Epping,  since  I  know  you  I'll  ask  you  a  question.  The  air- 
lines have  cut  your  domestic  commissions  to  $25  for  one-way  and 
$50  for  round  trip.  As  Dr.  Edgell  says,  this  includes  Puerto  Rico, 
the  Virgin  Islands,  the  State  of  Hawaii.  Is  that  correct? 

Ms.  Epping.  Correct. 

Mr.  Skelton.  The  airlines  also  own  your  computer  system,  is 
that  correct? 

Ms.  Epping.  That  is  correct,  in  most  parts.  We  lease  it  from  the 
individual  CRS  systems,  which  actually  are  owned  by  the  airlines. 

Mr.  Skelton.  What  else  does  the  airline  or  do  the  airlines  own 
of  your  operation? 

Ms.  Epping.  Well,  primarily  that,  but  they  also  have  their  UATP 
card,  which  is  a  credit  card  which  they  extend  to  the  same  cor- 
porate accounts  that  we  have,  but  in  many  cases  give  them  ex- 
tended cash  flow  times  of  30  days,  90  days  or  even  longer. 

Mr.  Skelton.  So,  in  three  instances  they  control  you? 

Ms.  Epping.  Absolutely. 

Mr.  Skelton.  Now,  since  this  cap  went  on,  have  you  seen  any 
noticeable  decrease  in  airline  fares,  Mrs.  Epping? 
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Ms.  Epping.  Not  at  all.  In  fact,  as  was  made  mention  to  before 
the  committee  earlier  by  Mrs.  Hogan,  the  airline  prices  have  gone 
up  instead  of  down. 

Mr.  Skelton.  I  think  it  ought  to  be  on  the  record  and  all  of  us 
should  understand  where  you  make  your  money  so  we  can  make 
better  determinations.  Let  me  give  you  some  examples. 

I  fly  —  and  assume  you  have  an  agency  in  Kansas  City,  Mis- 
souri. I  wish  to  fly  to  and  from  Dallas,  Texas/Kansas  City  Wednes- 
day and  come  back  Thursday.  Example  number  two,  I  wish  to  go 
down  Friday  and  come  back  Monday.  Example  number  three,  I 
wish  to  fly  to  and  from  Paris  for  a  week.  Example  number  four,  I 
want  to  take  a  10-day  cruise  in  the  Caribbean  with  Carnival  or 
whoever  you  think  would  show  us  a  good  trip  in  the  Caribbean. 

Chairwoman  MEYERS.  It  sounds  like  you're  going  to 

Ms.  Eppeng.  I'd  have  to  say  Holland  America  Line  since  my  hus- 
band was  formerly  with  Holland  America  Line. 

Mr.  Skelton.  Holland  America. 

I'm  ignoring  your  comment.  Madam  Chairman.  These  are  all  hy- 
pothetical. 

Mrs.  Epping,  answer  my  four  questions. 

Ms.  Eppeng.  But  on  the  first  part,  going  on  a  one-way 

Mr.  Skelton.  Yes. 

Ms.  Eppeng  [continuing],  that  would  be  a  $25  cap  on  my  commis- 
sion and  I  would  receive  $25.  I  would  not  receive  the  additional  for 
a  one-way  ticket. 

On  the  second  one,  if  it  were  a  round  trip  ticket,  I  would  receive 
a  cap  of  $50  on  the  domestic  ticket  and 

Mr.  Skelton.  Now,  one  is  over  the  weekend  and  one  is  not. 

Ms.  Eppeng.  Oh. 

Mr.  Skelton.  Does  that  make  any  difference  to  you? 

Ms.  Epping.  No,  it  doesn't,  unless  sometimes,  in  some  cases,  your 
price  would  be  less  if  it  were  an  advance  purchase  ticket. 

Mr.  Skelton.  But  that  wouldn't  affect  vou? 

Ms.  Epping.  Not  really.  So,  on  a  round-trip  ticket,  our  maximum 
would  be  a  $50  commission. 

But  if  you  go  to  Paris  now,  with  the  international  carriers 

Mr.  Skelton.  We're  going  to  Paris  for  a  week. 

Ms.  Epping.  For  a  week 

Mr.  Skelton.  A  hotel  bill,  too,  now. 

Ms.  Eppeng.  That  would  all  be  at  10  percent.  My  agency  would 
make  10  percent  on  the  price  of  the  airline  ticket  to  Paris  and  10 
percent  on  the  stay  at  the  hotel  while  you  were  there. 

Mr.  Skelton.  Regardless  of  who  owns  the  hotel? 

Ms.  Epping.  That  is  correct.  That  is  correct. 

Then,  on  the  cruise 

Mr.  Skelton.  It's  on  the  Holland  America  cruises. 

Ms.  Eppeng  [continuing].  Holland  America  Line  cruise,  we  would 
indeed  make  a  standard  10  percent.  But  if  we  sold  Chairman  Mey- 
ers a  ticket  and  also  the  rest  of  the  committee  a  ticket,  we  might 
be  in  an  override  program  of  maybe  an  additional  2  percent. 

Mr.  Skelton.  Thank  you.  Thank  you  very  much. 

Chairwoman  Meyers.  Thank  you  very  much,  Mr.  Skelton.  Let's 
go  on  in  this  direction.  Mr.  Luther,  I'll  have  you  as  the  next  ques- 
tioner. 
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Mr.  Luther.  Thank  you,  Madam  Chair.  I  thank  all  of  you  for  the 
opportunity  to  hear  about  an  issue  that  certainly  concerns  the  peo- 
ple of  my  district,  and  I  want  to  commend  you  for  your  testimony. 

What  I'd  be  interested  in  hearing  from  you,  because  your  on  the 
front  line  here  and  you  understand  this  better  than  anyone,  what 

Eroposed  solutions  would  be  the  optimum?  In  other  words,  going 
ack  to  what  was  the  state  of  affairs  prior  to  this  change,  is  that 
the  optimum?  Or  are  there  better  solutions  that  better  serve  small 
businesses  and  the  consumer? 

I'd  like  to  just  have  a  brief  comment  from  each  of  you,  if  I  could, 
on  that  particular  point,  because  that's  what  I'd  be  interested  in 
hearing. 

Ms.  Eppeng.  I'll  start  at  the  end  of  the  line  here.  The  caps  and 
the  effect  that  they  have  now  are  very  detrimental  to  the  travel 
agency  community  if  they  are  allowed  to  stand.  So,  the  best  would 
be  to  go  back  to  at  least  10  percent  that  we  had  before.  There's 
some  modifications  of  that  program  that  we  would  like  to  make  and 
I'm  sure  that  Dan  would  like  to  make  comments  on  that  also. 

Ms.  Kelley.  Thank  you,  Mr.  Luther.  It's  like  going  to  a  real  es- 
tate agent.  If  a  real  estate  agent  sells  a  home  for  $5,000,  he's  going 
to  get  $500  commission.  He's  going  to  spend  the  same  amount  of 
time,  probably,  selling  a  home  for  $500,000  and  yet  he's  not  going 
to  get  more  than  $500  commission  on  it. 

We're  put  in  the  same  barrel  or  basket.  We  sell  a  ticket  for  $500 
or  we  sell  a  ticket  for  $5,000;  our  commission  has  been  capped.  Ob- 
viously, in  the  perfect  world  we  would  definitely  want  it  to  go  back 
to  the  10  percent  that  it  was  before. 

We  also  realize  that  we  have  no  control  over  the  commission 
level  because  it's  not  our  business.  So,  the  people  who  own  the  air- 
line, the  airline  corporations,  can  control  what  they  want  to  do. 

I  think  the  thing  that  is  most  upsetting  in  the  entire  scenario, 
that  there  was  no  rhyme  or  reason  given  as  to  why  the  $25  and 
the  $50,  and  there  was  no  time  given  to  readjust  the  marketing 
plans.  Selling  a  $250  ticket  has  never  been  profitable  and  it  never 
will  be  profitable.  We  would  hope  that  there  would  be  some  fair 
agreement  that  could  be  reached,  but  because  of  antitrust  we  can't 
sit  and  negotiate.  We're  not  able  to  negotiate  the  level  of  commis- 
sion needed  to  compensate  both  of  us.  We  want  equal  compensation 
for  the  services  that  we  both  render,  and  it's  obvious  that  we  both 
render  a  good  service. 

I  would  say  that  we  definitely  would  like  to  go  back  to  the  10 
percent  with  the  understanding  that  perhaps  it  may  change,  but 
give  us  some  time  to  work  on  it.  The  second  thing,  as  I  asked  for 
earlier,  is  consideration  from  the  Small  Business  Administration 
for  loans  for  those  agencies,  such  as  Mary  Hogan,  who  had  to  close 
because  she  had  no  resources  to  go  back  and  to  re-tool  in  time  to 
make  up  for  some  of  the  losses  that  she's  had. 

Ms.  Panegasser.  Thank  you  very  much  for  your  question  and  for 
being  here  today. 

I  can  only  speak  for  my  agency  and  my  business  this  morning, 
but  I  certainly  would  like  to  see  the  commission  structure  go  back 
to  the  10  percent  prior  to  the  February  9th  announcement  by  Delta 
Airlines.  Perhaps  one  other  thing  is  that  since  our  distribution  sys- 
tem sells  85  percent  of  an  airline's  product,  perhaps  it  could  be 
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noted  that  they  might  need  to  do  a  study  to  determine  how  profit- 
able we  are  to  their  bottom  line.  I  don't  see  any  studies  that  have 
been  done  by  the  airlines  to  determine  whether  our  distribution 
system  or  theirs  is  the  more  profitable  way  to  go.  Thank  you. 

Mr.  BOHAN.  Thank  you  for  allowing  me  to  comment  on  this.  I 
think  the  underlying  issue  here  is  that  the  airlines  were  able  to  do 
this  and  how  they  were,  and  the  reason  they  were  able  to  do  this 
is  because  of  the  regulated  environment  that  we  are  forced  to  live 
in.  The  fact  that  the  computer  reservation  system  data,  which  is 
basically  our  personal  records,  are  supplied  to  every  other  competi- 
tive airline,  so  they  know  exactly  what  we  do  every  minute,  and 
the  fact  that  AKC,  the  people  who  we  have  to  give  all  of  our  tickets 
to,  to  settle  with,  give  all  that  information  to  the  airlines,  the  air- 
lines have  all  the  information  on  us  and  we  have  nothing  on  them. 
I  think  that's  the  reason  they're  able  to  do  these  unilateral  actions. 

If  we  were  truly  in  a  competitive,  unregulated  market,  which 
we're  not,  the  airlines  would  never  be  able  to  do  this.  It  would  not 
be  successful;  it  would  fail.  But  the  fact  that  we're  regulated,  basi- 
cally in  such  a  total  monopolistic  way,  allows  the  airlines  to  do 
what  they're  doing  to  us.  Thank  you. 

Ms.  HoGAN.  I  would  like  to  see  the  commissions  go  back  to  20 
percent,  because  that's  what  we  should  be  getting.  But  I  think  the 
airlines  should  stop  their  rebating  programs,  their  override  pro- 
grams. They're  giving  away  the  store  at  the  cost  of  the  small  busi- 
nesses. 

Also,  I  think  that  their  frequent  fiyer  awards  programs  are  the 
tail  that's  wagging  the  dog  at  this  stage  of  the  game.  They're  out 
of  control.  Half —  you  look  on  a  plane  sometimes  and  there  might 
be  15  people  on  the  plane  who  have  not  paid.  The  Hawaii  market 
got  so  out  of  control  that  it  was  hard  to  get  a  paying  passenger  a 
seat.  So,  I  think  they  need  to  look  at  this  because  they're  losing 
money  there,  too.  Maybe  increase  the  number  of  miles  a  customer 
has  to  fly  before  they  can  earn  a  ticket. 

Dr.  Edgell.  Thank  you  for  this  opportunity  to  comment.  I've  got 
two  comments.  One  is  a  broad  comment  and  the  other  one  is  a  lit- 
tle more  narrowly  focused  to  the  U.S.  Virgin  Islands. 

The  first  one  is  that  I'm  very  concerned  with  the  U.S.  trade  defi- 
cits of  over  $100  billion.  The  U.S.  Virgin  Islands,  by  our  designa- 
tion, as  a  domestic  destination,  has  the  potential  of  inceasing  the 
trade  deficit  because  travel  agents,  in  order  to  receive  a  commission 
on  international  destinations  will  push  business  to  international 
destinations  such  as  Barbados  and  Jamaica  and  thus  lead  to  lower 
international  trade  receipts  for  the  United  States.  Last  year  the 
United  States  had  almost  a  $20  billion  trade  in  tourism  surplus, 
which,  if  we  did  not  have  that,  we  would  have  had  an  even  higher 
trade  deficit  today. 

My  other  concern  is  the  comment  that  was  made,  that  the  air- 
lines are  monopolistic  —  may  not  be  quite  accurate,  but  certainly 
they  are  oligopolistic. 

Furthermore,  airlines  should  have  researched  the  caps  more 
thoroughly  and  should  have  communicated  its  consequences  to 
travel  agents. 

If  they  were  going  to  implement  a  program,  it  should  have  been 
more  slowly.  They  could  have  worked  through  some  existing  orga- 
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nization  such  as  the  U.S.  Travel  and  Tourism  Administration  and 
its  travel  advisory  board. 

So,  I  would  like  to  see  a  lot  more  communications  in  the  future 
and  a  lot  more  study  and  research.  Thank  you. 

Chairwoman  Meyers.  Thank  you  all  very  much.  Thank  you  for 
a  good  question,  Mr.  Luther. 

I  think  I'll  ask  a  question  or  two  now  and  try  to  be  brief,  because 
we  have  some  others  here  that  I'm  sure  have  questions. 

To  Diane  I  would  like  to  ask  the  question,  what  is  the  most  prob- 
lematic aspect  of  the  commission  cap?  Is  it  the  loss  of  revenue  for 
the  travel  agencies  or  what  appears  to  be  the  inequitable  treatment 
or  certainly  the  difference  in  treatment  by  the  airlines  of  small 
travel  agencies  versus  SATO  or  the  mega  agencies? 

Ms.  Panegasser.  Thank  you.  Madam  Chair.  I  think  that,  num- 
ber one,  it  is  inequitable  because  I  fmd  that  —  one  of  the  testi- 
monies stated  that  the  airlines  basically  are  robbing  from  the  small 
agencies,  on  their  commission  structure,  to  walk  across  the  street 
and  pay  it  to  a  larger  agency  to  move  the  market  share.  I  find  that 
that  is  problematic  because  now  I  can  no  longer  compete  in  that 
kind  of  an  environment. 

I  also  believe  that  from  the  loss  of  commissions  suffered  by  the 
caps  that  were  imposed  upon  us,  it  goes  right  to  my  bottom  line. 
That  is  where  my  money  for  overhead  is  coming,  for  my  employees, 
for  benefits  and  just  to  keep  my  business  open.  Along  with  that, 
I'm  also  paying  tne  airlines'  automated  reservations  system  that  I 
have  in  my  office,  an  amount  that  has  to  come  out  of  that  commis- 
sion as  well.  With  a  $50  cap,  it's  almost  impossible  to  have  a  profit- 
able bottom  line. 

Chairwoman  Meyers.  Thank  you  very  much. 

Ms.  Kelley,  you  mentioned  that  with  all  the  media  coverage  of 
the  commission  caps  some  people  are  left  with  the  impression  that 
all  travel  agencies  must  charge  customer  fees,  and  you  stated  that's 
not  always  the  case,  of  course. 

Could  you  elaborate  on  the  customer  fee  issue?  Do  you  or  any  of 
the  travel  agents  here  charge  fees  to  customers  for  any  of  your 
services?  If  you  do  not,  what  do  you  think  the  impact  of  that  would 
be  on  your  customers? 

Ms.  Kelley.  I  will  address  it  as  part  of  the  membership  of 
ARTA,  the  Association  of  Retail  Travel  Agents,  and  probably  you'll 
find  the  same  with  Jeannie  and  ASTA. 

When  the  commission  cap  hit,  one  of  the  very  first  things  that 
the  airlines  were  telling  us,  as  travel  agents,  they  wanted  us  to  do 
—  in  fact,  were  talking  about  it  before  the  commission  cap  hit  — 
that  we  should  be  charging  for  our  services;  we  should  be  charging 
a  fee.  Then  they  started  immediately  full  page  ads  in  the  news- 
paper within  like  2  weeks  after  the  caps,  saying  they  charge  no  fee. 

There  are  agencies  among  us,  megas,  who  are  out  there  with  full 
page  ads  in  the  newspapers  that  say  we  charge  no  fee.  The  small, 
independent  travel  agent  has  to,  in  many  instances  to  stay  alive, 
charge  a  fee.  If  a  neighboring  agency  down  the  street  has  a  sign 
in  the  window  that  says  we  charge  no  fees  and  the  agency  XYZ 
says  they  do,  where  do  you  think  the  average  consumer  is  going  to 
go. 
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We've  spent  30  years  convincing  the  consumer  that  they  pay  the 
same  for  the  airhne  ticket  whether  they  purchase  it  through  a  local 
travel  agent  or  they  go  directly  to  the  airport.  If  you'll  pick  up  any 
yellow  page  directly  in  any  city  in  this  country,  you're  going  to  find 
ad  after  ad,  our  services  are  free,  we  charge  nothing  for  our  serv- 
ices. This  cap  hit  February  9.  The  yellow  page  advertisement  was 
already  paid  for  and  in  the  directories  for  the  year.  Many  travel 
agencies  today  have  that  ad  still  in  the  yellow  pages,  we  charge  no 
fees.  So,  thereby,  there  are  many  travel  agents  who  at  this  point, 
even  if  they  wanted  to  start  charging  fees,  cannot  until  the  ad  goes 
out  because  the  consumer  will  open  the  page  up  and  say  well,  your 
ad  says  such  and  such. 

So,  I  think  we're  just  beginning  to  see  the  serious  impact  of  the 
commission  caps,  as  was  stated  earlier.  In  many  agencies  we're 
hanging  on  by  a  thread  to  see  what  happened  on  July  7,  which  has 
yet  to  be  resolved.  I  think  by  September  and  there  forward,  those 
agencies  who  had  some  type  of  contingency  fund  to  help  them 
through  a  tough  time  are  going  to  go  under  and  you're  going  to  see 
more  and  more  closing. 

To  fee  or  not  to  fee,  that's  an  individual  question  based  on  how 
close  you  live  to  an  airport  and  many  other  factors,  on  what  the 
community  will  pay  and  will  bear. 

Chairwoman  Meyers.  Thank  you  very  much,  Ms.  Kelley. 

Mr.  Bohan,  would  you  briefly  elaborate  on  industrial  funding 
with  regard  to  your  GSA  contracts?  I'm  not  sure  that  all  of  us  to- 
tally understood  that  testimony. 

Then  I  think  we  will  go  to  Mr.  Kennedy  and  then  we'll  have  to 
adjourn  for  another  vote,  briefly. 

Mr.  Bohan.  GSA,  in  order  to  privatize  itself  and  make  it  self- 
funding,  has  created  a  thing  called  industrial  funding.  In  general, 
industrial  funding  would  make  the  person  who  is  being  served,  the 
agency  being  served,  pay  for  that.  But  in  the  case  of  travel  they've 
changed  that  around  and  they've  said  that  the  travel  agency,  the 
one  providing  the  services  to  the  agency,  who  GSA  contracts  for, 
will  pay  that  industrial  funding  number. 

They  also,  to  do  that,  put  out  an  RFP  indicating  the  airlines 
would  be  charged,  but  somehow  they  withdrew  that  when  the  air- 
lines protested  that  they  didn't  think  they  should  have  to  pay  a  fee 
and  also  give  a  very  low  rate  to  the  Government.  So,  it's  a  basic 
charge  to  pay  for  the  employees  at  GSA,  to  pay  for  their  work  for 
contracting  with  the  travel  management  process.  Thank  you. 

Chairwoman  Meyers.  Thank  you,  Mr.  Bohan. 

Mr.  Kennedy. 

Mr.  Kennedy.  Thank  you.  Madam  Chair.  I'd  like  to  ask  the 
panel  if  they  could  comment,  if  it's  possible,  the  cases  in  court  now 
with  respect  to  antitrust  and  particularly  what  you  see  as  some  of 
the  problems  for  the  consumer  down  the  road  if  monopolization  of 
this  industry  is  allowed  to  take  place. 

I  want  to  say  at  the  outset  that  I  was  distressed  by  the  cap  be- 
cause I  believe  that  the  small  retail  travel  agencies  in  my  Statethat 
provide  a  very  valuable  service  to  my  constituency,  many  of  whom 
wouldn't  have  the  sophistication  to  be  able  to  know  the  ins  and 
outs  of  the  industry,  providing  consumers  a  better  rate  and  deal. 
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I  really  am  worried  about  this,  because  I  think  that  this  is  an 
opportunity  for  some  real  price  gouging  to  take  place  and  real  col- 
lusion to  take  place  within  the  industry  and  it's  not  being  checked. 
I  think  you  are  all  providing  a  very  valuable  service  in  being  able 
to  source  the  best  deal  for  the  consumer.  I  want  to  add  that,  be- 
cause I  think  when  we're  talking  about  all  these  commissions,  peo- 
ple have  the  sense  that  if  you  eliminate  the  retail  travel  agent 
you're  sort  of  eliminating  the  commission.  I  liked  it  when  that  was 
refuted.  What  we're  really  doing  is  passing  the  commission  back  to 
the  airline  and  not  providing  the  service  that  otherwise  would  have 
been  provided  by  the  travel  agency. 

But  if  you  could  comment  on  what  you  see  the  prospects  of  the 
court  case  are,  then  I'd  appreciate  that. 

Ms.  Kelley.  I'd  just  like  to  make  a  couple  quick  comments  and 
then  I'm  sure  Jeannie  would  also. 

On  the  benefits  to  the  consumer,  the  travel  agent  is  the  only 
truly  unbiased  source  of  travel  information.  I  don't  need  to  tell  you, 
if  you  call  an  airline  they're  going  to  quote  that  airline,  they're  not 
going  to  quote  a  fare  or  schedule  on  another  airline;  they're  not 
going  to  tell  you  if  you  flew  20  minutes  earlier  on  XYZ  instead  of 
ABC  that  you're  going  to  pay  less  money,  so  forth  and  so  on.  So, 
by  the  closing  of  travel  agencies,  you're  eliminating  the  truly  only 
unbiased  source  of  travel  information  there  is. 

There  have  been  numerous  studies  already  conducted  on  who 
gives  the  best  airfares,  the  airlines,  if  you  call  them  direct,  or  the 
independent  travel  agent.  Time  and  time  again  it  has  been  proven 
that  the  independent  travel  agent  will  research  more  and  give  the 
lowest  airfare.  They  also  have  a  faster  time  of  answering  their 
phone,  of  quoting  that  airfare. 

I  myself  iust  called  one  of  the  airlines  who  started  an  airfare  war 
here  just  the  other  day,  because  I  happened  to  be  flying  on  them 
and  was  trying  to  determine  if  my  flight  was  going  to  depart  on 
time,  and  tne  recording  came  on  that  due  to  their  sale  they  were 
so  heavily  overloaded  and  there  would  be  approximately  a  15 
minute  wait  for  an  agent;  however,  they  did  value  my  business  and 
hoped  that  I  would  hang  on. 

I  immediately  picked  up  the  yellow  pages  and  called  the  local 
travel  agent  in  the  city  I  was  in  and  was  answered  on  the  first  ring 
by  an  agent  who  gave  me  the  information  within  30  seconds  and 
I  was  on  the  phone. 

So,  you're  jeopardizing  a  service  by  the  loss  of  employees.  If  an 
agency  doesn't  close,  they  too  are  now  having  a  problem  with  serv- 
icing their  clients  and  you're  losing  a  totally  unbiased  source  of 
travel  information. 

In  regard  to  the  court  hearing,  I  don't  want  to  touch  that  one. 

Ms.  Epping.  Yes,  actually  we're  not  in  a  position  at  this  time  to 
discuss  the  case.  A  preliminary  injunction  motion  was  heard  in 
Minneapolis  on  July  7,  and  the  judge  has  taken  it  under  advise- 
ment. 

What  Lauraday  Kelley  just  told  you  is  so  completely  true  about 
the  travel  agent.  We  do  give  unbiased  information  to  the  traveling 
public  at  the  best  cost.  And,  as  I  mentioned  before,  that  is  why, 
since  1978  when  we  ticketed  60  percent  of  the  airline  tickets,  we 
have  grown,  because  of  the  type  of  service  we  have  given.  Up  to 
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almost  85  percent  of  all  airline  tickets  that  are  issued  in  the  Unit- 
ed States  today  are  issued  by  the  travel  agent.  Again,  I  think  that's 
the  seal  of  approval  from  the  traveling  public,  that  they  feel  that 
they  are  getting  the  best  buy,  from  the  traveling  public. 

This  other  by  the  airlines,  in  my  estimation,  was  just  a  way  of 
increasing  their  prices  and  they  didn't  want  to  forthright  come  out 
and  say  we're  increasing  them,  we're  taking  back  the  commission 
and  you  charge  it  to  the  public  instead,  and  so  in  turn  they're  real- 
ly trying  to  demand  and  make  us  increase  the  price  to  the  traveling 
public. 

Chairwoman  Meyers.  I  thank  you  very  much,  Mr.  Kennedy. 

Mr.  PosHARD.  Madam  Chairman,  may  I  ask  unanimous  consent 
to  submit  an  opening  statement  for  the  record? 

Chairwoman  Meyers.  Yes.  Thank  you  very  much,  Mr.  Poshard. 
Without  objection  we  will  accept  the  statement  for  the  record. 

[Mr.  Poshard's  statement  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  The  meeting  is  called  to  order  and  I  will 
recognize  Mr.  Bentsen  for  questions. 

Mr.  Bentsen.  Thank  you.  Madam  Chair.  I  have  a  couple  of  ques- 
tions. I  first  would  just  make  an  observation.  It's  interesting  to  me 
that  this  is  not  the  first  time,  nor  will  I  believe  it  will  be  the  last 
time,  that  the  airline  industry  is  hauled  into  court  for  potential 
predatory  pricing  or  collusion  like  actions.  I'm  curious  to  see  where 
the  court  goes  with  this.  In  the  past  the  airlines  have  lost  and  then 
they've  also  won  on  a  few  occasions  when  they've  gone  after  one  an- 
other. 

It's  also  interesting  that  TWA  has  tried  to  pull  out  of  the  groop 
and  I  believe  was  waiting  on  Justice  Department  approval  or  court 
approval  to  be  withdrawn  from  the  suit  or  released  from  the  suit. 

Obviously  you  all  don't  know  the  status  of  that.  My  understand- 
ing is  that  it  is  still  pending  in  Federal  Court.  The  case  I'm  not 
sure  has  been  heard.  But  I'd  be  interested  in  your  comments  on 
that. 

But,  also,  what  I'd  like  to  ask  you,  in  addition  to  that,  reading 
the  testimony,  the  travel  agency  market  controls  about,  I  guess,  85 
to  90  percent  of  the  ticket  market  or  the  distribution  of  tickets. 
Have  you  seen  any  impact,  as  a  result  of  this  cap,  that  has  reduced 
your  share  of  that  market?  I  take  it  you  feel  this  is  just  the  begin- 
ning of  an  effort  on  the  part  of  the  airlines  to  come  in  and  seize 
that  market  from  you. 

Ms.  Epping.  Actually,  in  regard  to  that  and  the  percentage  of  the 
market,  it  is  a  little  too  early  to  tell.  Our  May  figures  show  that 
our  sales  were  up  but  commissions  were  down,  so  it  will  probably 
end  up  very  flat  or  go  into  a  negative  mode. 

In  regard  to  TWA's  status  and  wanting  to  reinstate  10  percent 
because  they  feel  that  is  a  right  business  decision  and  they're  doing 
very  well  with  it  now,  they've  had  a  good  increase  in  sales  as  a  re- 
sult of  it.  Actually  that  hearing  by  the  judge  will  be  done  on  Au- 
gust 16th  and  we  re  expecting  a  dismissal  of  their  being  in  the  suit 
at  that  time. 

It's  interesting  to  note,  too,  that  America  West,  which  has  stayed 
at  10  percent  throughout  this,  with  good  business  management  in 
running  the  airline,  has  been  profitable  and  have  a  net  profit  for 
the  last  10  quarters. 
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Mr.  Bentsen.  Which  is  unusual  in  the  airline  industry  right 
now,  I  might  add. 

Is  this  a  situation  where  the  airlines  are  —  I  mean,  as  I  under- 
stand the  way  the  price  structure  has  worked  before,  they  were 
paying  your  members  10  percent  to  market  their  tickets  and  that 
that  was  the  same  price  that  they  would  —  that  the  price  that  you 
offered  was  the  same  price  that  they  would  offer  the  general  public. 
Is  that  the  case  now  or  are  they  also  engaging  in  some  price  reduc- 
tion on  their  part? 

Ms.  Epping.  No,  that  is  the  case  now.  It  is  the  same  amount, 
what  the  airlines  charge  and  travel  agent  charges,  unless  the  trav- 
el agent  has  indeed  put  a  service  charge  onto  that;  then  we  are  not 
competitive  with  the  airlines.  Because  the  service  charge  would 
make  it  more  to  the  public. 

Of  course,  that's  what  they're  suggesting  that  we  do,  they  being 
the  airlines,  suggesting  that  we  charge  a  service  fee  under  the  cir- 
cumstances. They  just  want  us  to  pass  that  increase  on  to  the 
consumer  at  this  point,  which  is  very  unfortunate,  and  it  really 
gives  them  a  price  increase,  as  far  as  they're  concerned. 

Mr.  Bentsen.  It's  a  curious  question,  that  the  airlines  wouldn't 
—  if  they're  trying  to  recoup  part  of  the  cost,  which  is  in  part  what 
I  think  they're  trying  to  do,  why  they  wouldn't  just  have  some 
nominal  price  increase. 

Ms.  Epping.  Yes.  It's  also  very  interesting  that  they  really  don't 
want  to  increase  their  city  ticket  offices  or  they're  not  doing  so  at 
this  time  to  better  serve  the  public.  Because,  very  frankly,  the  air- 
lines cannot  perform  the  service  distribution  point  for  the  price 
that  the  travel  agent  does  it  now  or  did  it  under  10  percent.  They 
cannot  do  it  for  10  percent. 

Ms.  Keli^y.  I  will  say  that  there  are  a  greater  instance  of 
unpublished  fares  appearing,  which  is  a  fare  that  is  not  available 
in  a  travel  agent's  reservation  system  that  is  programmed  and 
owned  by  the  airline,  and  it's  a  fare  that  the  consumer  can  only  get 
by  calling  direct  to  the  airline.  There  has  always  been  a  little  bit 
of  this,  but  since  the  commission  cap  there  is  a  more  frequent  num- 
ber of  times  that  this  is  taking  place. 

Ms.  Panegasser.  One  thing  that  I  would  also  like  to  add,  with 
regard  to  your  question,  is  that  the  airlines  have  complete  control 
over  their  inventory.  We're  only  allowed  to  sell  a  certain  amount 
of  seats  and  we  can  only  see  that  on  our  screen.  So,  if  we're  trying 
to  sell  something  to  our  client,  we  may  not  have  the  inventory  to 
do  so,  in  which  case  they  may  call  the  airline  direct  and,  miracu- 
lously, the  inventory  will  be  available  at  a  lower  price.  We  have  no 
control  over  when  and  how  they  change  that  inventory. 

As  far  as  airlines  adding  additional  staffing,  I  understand  that 
United  Airlines  has  recently  added  500  reservationists,  which  will 
be  receiving  a  commission  on  all  airline  tickets  that  they  sell  on 
their  carrier  as  part  of  their  revenue  package. 

Mr.  Bentsen.  I  thank  the  Chair.  It's  an  interesting  subject  be- 
cause you  talk  about  America  West  and  Southwest  Airlines  in 
Texas,  which  is  perhaps  one  of  the  investment  grade  airlines 
around  at  this  point.  The  industry  has  been  through  a  lot  of 
changes. 


28 

You  talked  about  frequent  flyer  miles,  which  stock  analysts  have 
long  argued  are  a  huge,  unfunded  liability  of  the  airlines,  and  also 
an  issue  on  Capitol  Hill  from  time  to  time,  but  for  another  reason. 
Although,  I  have  to  say,  as  a  former  business  traveler  I  certainly 
had  my  share  of  miles. 

But  I  think  it's  an  interesting  topic.  I  realize  the  fiscal  burden 
that  you  all  are  under.  Waiting  for  a  court  decision  or  a  court  hear- 
ing is  difficult,  but  it  does  appear  to  me  that  this  is  an  issue  that 
the  courts  do  very  much  need  to  give  a  decision  on.  There  are  a 
lot  of  questions  that  have  been  raised  by  this  action,  and  I  appre- 
ciate the  fact  that  you  all  have  taken,  your  organizations  have 
taken  the  time  to  speak  out  on  behalf  of  your  members  and  take 
this  issue  to  court. 

I  thank  the  Chair. 

Chairwoman  Meyers.  Thank  you  very  much,  Mr.  Bentsen. 

It  is  indeed  an  important  subject  and  any  time  you're  speaking 
for  I  think  it  must  be  somewhere  in  the  neighborhood  of  15,000 
travel  agencies  —  I  just  added  the  two  together,  in  the  two  agen- 
cies that  are  —  the  two  associations  that  are  represented  here. 
That  many  small  businesses  has  got  to  be  of  tremendous  import  to 
this  committee  and  we  are  interested  and  concerned. 

I'd  like  to  ask  one  further  —  a  couple  of  further  things  and  then 
we  will  adjourn  the  meeting. 

I'm  interested  in  what  is  the  effect  on  the  travel  consumer  from 
these  caps.  If  a  consumer  calls  an  airline  to  get  information  to  fly 
from  Kansas  City  to  Washington,  DC,  I  presume  that  the  only  in- 
formation that  they  get  is  what  is  available  on  that  one  airline  and 
the  price  for  that  one  airline,  and  I  don't  know  how  forthcoming 
they  are  about  special  fares  of  any  sort,  so  that  a  consumer  is  going 
to  have  to  do  that  several  times  in  order  to  get  the  information  that 
the  consumer  could  get  from  the  travel  agent. 

Now,  what  impact  is  that  going  to  have  on  the  traveling  public 
sooner  or  later?  Is  that  going  to  drive  them  back  into  your  arms? 
Is  it  going  to  make  them  willing  to  pay  the  fee?  Do  we  have  any 
indication  that  there  has  been  any  of  that  impact  as  yet  on  any  of 
your  agencies? 

Ms.  Eppeng.  In  our  offices,  85  percent  of  our  travelers  are  repeat 
clients  and  I  think  that  we'd  probably  stand  for  a  very  good  aver- 
age for  all  travel  agencies,  because  the  consumer  finds  that  when 
they  call  the  airline  and  only  get  one  price  and  one  routing  and 
maybe  have  to  change  planes  three  times,  and  they  call  a  travel 
agent  and  they  give  them  the  options,  give  them  the  direct  flight, 
give  them  better  pricing,  better  value  all  the  way  through,  they 
stay  with  the  travel  agency.  That's  why  the  ticketing  that  we  do 
has  grown  through  the  years. 

I  see  the  impact  of  this,  and  as  I  mentioned  earlier,  of  having  28 
agents  in  our  four  agencies,  that  we  have  had  to  let  two  agents  go 
because  of  the  impact  of  the  caps  thus  far.  I  see  that,  just  from 
that,  we  have  about  20  percent  less  time  to  do  consulting  for  the 
consumer  and  give  them  all  the  options  in  the  offices  when  they 
come  in  to  see  us.  We  just  will  not  have  the  time  that  we  had  be- 
fore. 
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But  I  think  by  driving  them  to  the  airhnes,  it  just  makes  the 
price  go  up  for  what  the  traveler  has  to  pay  ultimately  and  does 
not  give  them  good  service.  You  can  see  the  scenario  very  well. 

Chairwoman  Meyers.  I  see  what  you're  saying.  In  other  words, 
you  think  ultimately  this  is  going  to  mean  that  the  fares  will  in- 
crease at  the  airlines  because  they  will  have  to  have  more  people? 

Ms.  Epping.  Absolutely,  in  my  opinion. 

Ms.  Kelley.  It's  not  only  the  fares  that  are  increasing,  but  this 
cap  has  also  had  a  further  effect  on  the  hub  and  spoke  system 
throughout  our  country.  The  airlines  are  more  or  less  signaling  to 
each  other  that,  well,  you  take  the  northeast  quarter  and  we'll  take 
this  route  and  so  forth,  so  you're  losing  competition  in  major  city 
pairs  and  you're  also  losing  the  feedersnip  on  certain  carriers  into 
a  hub  and  spoke  system,  which  gave  greater  service  to  the  small 
communities  in  our  country.  There  are  more  and  more  small  com- 
munities losing  air  service. 

I  happen  to  live  in  Harrisburg,  Pennsylvania.  Do  you  know  that 
I  can  no  longer  fly  from  Harrisburg,  Pennsylvania  to  the  Capitol 
of  this  country  direct?  I  have  to  fly  Harrisburg  to  Philadelphia  to 
Washington,  or  Harrisburg  to  Baltimore  National  to  Washington, 
or  Harrisburg  to  New  York  to  Washington.  You're  going  to  find  this 
all  over  the  country. 

So,  the  consumer  is  going  to  have  less  and  less  service,  less  and 
less  availability  of  flights  to  the  cities  that  they  need  to  go  to,  and 
the  fares  with  the  less  competition  are  increasing  on  a  rapid  pace. 

One  other  area  that  is  particularly  important  to  me  is  the  handi- 
cap area.  The  travel  agency  community  services  the  needs  of  the 
handicapped  far  better  than  any  airline,  because  every  travel  agent 
who  happens  to  have  clientele  with  handicapped  problems  knows 
the  problems  and  the  handicap  of  that  particular  person.  Thereby, 
they  know,  when  they  call  the  airline,  what  they  need,  where  they 
need  it:  Oxygen,  wheelchair,  type  of  batteries,  without  batteries, 
the  hotel  rooms,  and  so  forth. 

When  a  handicapped  person  calls  an  airline  direct  and  says  I'm 
handicapped,  the  airline  person  on  the  other  end  of  the  phone,  one, 
may  not  know  the  magnitude.  The  handicapped  person,  in  their 
own  mind  in  most  instances,  does  not  like  to  expound  on  all  their 
problems,  so,  thereby,  they  end  up  at  the  airline  without  the  ability 
of  that  airline  to  provide  the  service;  end  up  at  the  hotel  or  what- 
ever, without  the  ability  to  provide  the  service  necessary  to  them. 
We  have  millions  of  handicapped  passengers  in  this  country  that 
need  to  be  considered. 

Chairwoman  Meyers.  Thank  you,  Ms.  Kelley. 

Ms.  Hogan. 

Ms.  Hogan.  I  have  an  example,  because  yesterday  I  did  an  air- 
line ticket  and  I  almost  fell  off  the  chair  when  I  saw  the  price  of 
it.  Pre-cap,  Boston  to  Denver,  Continental  was  my  client's  frequent 
flyer  airline.  They  no  longer  go  there  nonstop;  he  has  to  go  through 
Newark,  which  he  doesn't  choose  to  do.  So,  yesterday  we  had  to  use 
United.  The  airline  ticket,  for  him  traveling  on  July  16th,  is  $1,479. 
Pre-cap,  on  Continental  nonstop,  it  was  980.  So,  that's  an  example 
of  what  is  happening  with  markets  where  airlines  like  Continental 
are  dropping  out  of  the  market  and  then  another  airline  is  taking 
over.  They're  monopolizing  certain  markets. 
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Chairwoman  Meyers.  Thank  you  very  much. 

Let  me  ask  this  question,  because  I  thought  it  would  have  been 
asked  before  this.  I  know  that  the  predictions  when  the  caps  were 
put  on  were  that  many  agencies  would  go  out  of  business,  that 
there  would  be  a  number  of  jobs  lost.  Last  week,  in  the  Wall  Street 
Journal,  there  was  a  story  that  said  that  the  predictions  hadn't 
been  quite  as  —  that  the  fulfillment  hadn't  been  quite  as  difficult 
as  the  predictions  had  indicated,  that  not  that  many  agencies  had 
gone  out  of  business  and  that  not  that  many  jobs  had  been  lost. 

Now,  I  think  I've  heard  some  of  you  say  this  morning  that  it's 
a  matter  of  time,  but  do  you  think  that  the  traveling  public  is  just 
really  appreciating  the  service  that  they  get  from  you  and  maybe 
the  consequences  aren't  going  to  be  as  dire?  I'd  like  to  hear  your 
comments  on  this. 

Ms.  Kelley.  There  has  been  an  11  percent  increase  in  the  num- 
ber of  voluntary  closings  by  existing  travel  agents  as  of  May  this 
year  over  the  previous  same  period  last  year,  whether  they  were 
through  mergers,  because  there  are  a  lot  of  agencies  that  have 
merged  with  each  other  to  try  and  keep  in  business;  the  fact  that, 
such  as  Ms.  Hogan,  who  had  to  close  her  agency  because  she  could 
no  longer  service  her  clientele. 

As  we  said  earlier,  the  cap  issue  is  so  new  it  is  just  starting  to 
show  and  it's  showing  now  because  the  decision  was  not  made  on 
July  7,  one  way  or  another.  How  long  that  can  go,  no  one  knows. 
September  is  kind  of  like  an  eyeball  month,  in  my  mind,  as  to  a 
month  that's  really  going  to  start  making  a  difference  because  it's 
6  months  down  the  road  from  when  all  this  took  place. 

Chairwoman  Meyers.  In  September,  you're  saying. 

Ms.  Epping. 

Ms.  Eppeng.  I  think  you  need  to  look  at  January  1996  for  a  real 
read  on  all  of  this.  I  believe  that  we've  only  seen  the  tip  of  the  ice- 
berg as  far  as  the  travel  agency  community  is  concerned. 

I  travel  around  the  United  States  a  great  deal,  talking  with  our 
members  in  various  chapters  in  each  State,  and  the  stories  I  am 
hearing,  and  the  closures  and  the  mergers  and  letting  employees 
go,  is  rather  devastating. 

Mr.  BOHAN.  May  I  just  comment? 

Chairwoman  Meyers.  Yes,  Mr.  Bohan. 

Mr.  Bohan.  One  of  the  things  you've  got  to  realize,  with  a  travel 
agency  and  with  a  location  that  we  have,  there's  base  things  that 
you  can't  get  rid  of,  like  rent  and  yellow  pages,  which  you  pay  for 
in  advance.  You're  stuck  with  that  rent  anyway. 

So,  going  out  of  business  is  not  an  easy  thing.  You  can't  just  say 
you  want  to  close  your  doors.  You've  had  a  business  for  10  years. 
You've  got  4  years  left  on  your  lease.  You  say  well,  I'd  like  to  close 
my  doors  because  I  can't  make  any  money,  but  you  can't  close  them 
because  it  would  cost  you  more  to  close  than  it  does  to  stay  open. 

I  think  that's  why  this  thing  is  going  to  go  through  September 
or  January.  It's  even  going  to  be  2  or  3  years.  It's  going  to  be  a 
continual  thing.  It's  not  going  to  be  something  that  happens  in  one 
or  2  or  3  months.  It's  going  to  happen  over  a  period  of  years.  As 
these  leases  run  out,  people  are  going  to  decide  to  go  out  of  busi- 
ness. But  they  can't  do  it  immediately. 
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Chairwoman  MEYERS.  Dr.  Edgell,  you  have  given  us  a  kind  of  a 
unique  perspective  on  how  this  impacts  on  your  business  in  the 
American  Virgins  and  the  fact  that  you  think  it  will  take  travel 
away  from  that  destination  and  to  other  destinations  in  the  Carib- 
bean. Are  you  beginning  to  see  already  the  impact  in  the  American 
Virgins? 

Dr.  Edgell.  Yes,  and  it's  a  little  bit  frightening  to  me  to  actually 
see  our  international  competitor  islands  advertising  the  fact  that 
you  can  go  to  their  islands  without  having  to  worry  about  the  cap. 
I  just  think  that's  very  wrong  to  give  our  U.S.  competition  such  an 
advantage  when  we're  trying  to  promote  U.S.  business  and  particu- 
larly U.S.  small  businesses. 

We  have  already  seen  a  devastating  impact  in  terms  of  visitation 
to  the  U.S.  Virgin  Islands.  That  troubles  me,  too,  because,  again, 
the  U.S.  Virgin  Islands  is  a  part  of  the  Government  of  the  United 
States  and  here  we're,  in  effect  through  the  airline  caps  telling  the 
U.S.  Virgin  Islands  you're  no  longer  important. 

So,  it's  having  a  rather  dramatic  economic  impact  not  only  on  our 
jobs,  but  also  on  our  overall  economic  development  philosophy.  At 
the  same  time  this  cap  is  taking  place,  we're  trying  to  convince 
businesses  to  locate  and  invest  in  the  area.  So,  it's  having  a  major 
ddudal  impact  on  us. 

Chairwoman  Meyers.  Thank  you  very  much.  Excuse  me,  I'm  just 
getting  over  a  cold,  and  I  wish  it  would  hurry  and  go. 

As  you  can  tell  by  the  bells,  we  have  another  vote  in  progress, 
and  so  I  do  believe  that  I  will  adjourn  the  hearing. 

I  want  to  thank  you  all  again  very,  very  much  for  being  with  us 
today,  and  we  will  watch  this  in  the  courts  with  great  interest. 

Ms.  Epping.  Thank  you  again.  Madam  Chairman. 

[Whereupon,  at  12:35  o'clock  p.m.,  the  hearing  was  adjourned, 
subject  to  the  call  of  the  chair.] 
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Statement  of  Representative  Eva  Clayton 

House  Small  Business  Committee 

Effects  of  Airlines'  Caps  on  Travel  Agents'  Commissions 

Public  Hearing 
July  12.  1995  -  10:00  a.m. 


Madame  Chairman,  The  economy  is  experiencing  a  squeezing  and  shifting  of 
resources  as  Congress  moves  to  cut  spending,  reduce  the  deficit  and  balance  the 
budget  by  the  year  2002.   Many  economic  experts  have  suggested  that  America's 
economy  Is  not  just  slow,  but  It  has  come  to  a  grinding  halt.   Against  this 
backdrop.  It  Is  understandable  why  the  Airline  Industry  announced  a  cap  on 
commissions  received  by  travel  agencies.    But,  while  It  Is  understandable.  It  may 
not  be  acceptable.    It  Is  my  hope  that  this  hearing  will  begin  to  help  us  comprehend 
whether  this  Industry  Imposed  cap  should  be  considered  as  understandable  or 
unacceptable. 

The  American  Society  of  Travel  Agents  (ASTA)  is  deeply  concerned  at  the  curious 
timing  of  the  announced  cap.   It  seems  that  at  least  seven  of  the  major  airlines 
announced  the  cap  within  days  of  each  other.   ASTA  took  Its  deep  concern  to 
court  three  months  ago,  and  last  week  argued  for  an  injunction  before  a  federal 
judge  In  Minnesota.   A  decision  on  ASTA's  request  is  pending. 

The  airline  industry,  of  course,  maintains  that  It  is  necessary  to  hold  down  costs  as 
It  goes  through  Its  difficult  task  of  budget  cutting.   They  Insist  that  their  goal  is  to 
promote  competitive  fares  as  they  struggle  to  recover  from  five  consecutive  years 
of  staggering  losses,  and  an  accumulation  of  some  $12.8  billion  in  losses.   As  a 
result  of  these  losses,  some  1 20,000  airline  employees  have  lost  their  jobs. 

The  industry  also  points  out  that  travel  agents  make  numerous  car  rental  and  hotel 
reservations,  without  charging  or  collecting  a  commission  from  many  of  those 
entitles.   Thus,  they  argue,  the  airline  Industry  Is  carrying  a  disproportionate  share 
of  the  burden.   Moreover,  they  say,  over  the  past  decade  and  a  half,  travel  agency 
compensation  as  a  percentage  of  airline  Industry  operating  costs  has  more  than 
doubled.   And,  travel  agencies  derive  more  than  60%  of  their  Income  from  airline 
commissions,  as  compared  to  30%  less  than  three  decades  ago. 

ASTA  counters  with  the  argument  that  It  costs  about  $27.00  for  a  travel  agent  to 
process  a  ticket,  yet  the  cap  Is  set  at  $25.00  for  a  one-way  domestic  ticket  and 
$50.00  for  a  round-trip  ticket.   It  has  been  suggested  that  because  travel  agents 
sell  approximately  80%  of  all  domestic  airline  tickets,  generating  sales  of  almost 
$60  billion  annually,  that  the  airline  industry  Is  really  Interested  in  eliminating  travel 
agents  from  the  process  and  thereby  saving  the  commission  costs. 
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There  are  33,000  travel  agencies  located  throughout  the  United  States,  employing 
more  than  a  quarter  of  a  million  persons.    It  should  not  escape  our  attention, 
Madame  Chair,  that  almost  eighty  percent  of  those  employed  by  travel  agencies  are 
women,  and  some  60%  of  the  travel  agency  businesses  are  owned  by  women. 
Job  losses  if  the  cap  remains,  says  ASTA,  will  reach  at  least  50,000. 

This  is  no  small  matter.    Indeed  ,  much  is  at  stake.   While  Congress  can  not  and 
should  not  assume  the  role  of  the  courts  in  passing  judgment  on  disagreements 
between  litigants,  it  is  a  legitimate  role  for  us  to  help  ferret  out  the  facts.   This 
hearing  starts  us  down  that  path.   We  should  note  that  the  Small  Business 
Administration,  the  Federal  Trade  Commission  and  the  Department  of  Justice  have 
all  been  involved  at  some  level  and  during  some  phase  of  this  dispute.   And,  they 
continue  to  be  involved. 

I,  therefore,  look  forward  to  this  hearing,  Madame  Chair,  with  great  anticipation. 
The  airlines'  cap  on  travel  agents'  commissions  is  too  sweeping  and  far  reaching 
for  anything  except  close  and  careful  scrutiny.   This  hearing  begins  to  give  us  and 
the  public  that  opportunity. 
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STATEMENT  FOR  CONGRESSMAN  FLOYD  H  FLAKE 

BEFORE  THE  COMMITTEE  ON  SMALL  BUSINESS 

JULY  12,  1995 

GOOD  MORNING  MADAM  CHAIRMAN  MEYERS  AND  MEMBERS  OF  THE  SMALL 

BUSINESS    COMMITTEE        I    AM    PLEASED   TO   DISCUSS    AND    EXAMINE    THE 

RAMIFICATIONS    OF    THE    AIRLINE    INDUSTRY'S    CAPS    ON    TRAVEL    AGENTS' 

COMMISSIONS  AND  THE  POSSIBLE  EFFECTS  ON  OUR  NATION'S  TRAVEL  AGENTS. 

I  UNDERSTAND  THAT  SMALL  BUSINESSES,  SUCH  AS  TRAVEL  AGENCIES,  PROVIDE 

A  MAJORITY  OF  JOBS  IN  THE  US  ECONOMY    TO  THAT  END,  IT  IS  IMPERATIVE  FOR 

US    TO    SUPPORT   AND   MAINTAIN    A   HOSPITABLE      ENVIRONMENT   THAT   IS 

CONSISTENT  WITH  THE  NEEDS  OF  SMALL  BUSINESS  OWNERS    MADAM  CHAIRMAN, 

NOT  ONLY  WILL  THIS  LEVEL  OF  CONTINUED  SUPPORT  ASSIST  STRUGGLING  SMALL 

BUSINESSES,  IT  WILL  RENDER  VALUABLE  JOBS  TO  THE  AMERICAN  PEOPLE.    IN 

THESE  TIMES  OF  BUDGET  CONSTRAINTS  ON  ALL  LEVELS  OF  GOVERNMENT,  IT  IS 

CRUCIAL  FOR  THE  CONGRESS  TO  BE  SUPPORTIVE  OF  THE  SMALL  BUSINESS 

COMMUNITY 

MADAM  CHAIRMAN,  I  AM  NOT  CERTAIN  WHETHER  THE  AIRLINES'  CAPS  ON 
TRAVEL  AGENTS'  COMMISSIONS  WILL  STIFLE  THE  PROSPERITY  OF  TRAVEL 
AGENTS.  IT  IS  MY  UNDERSTANDING  THAT  THE  33,000  TRAVEL  AGENCIES  ACROSS 
THE  NATION  PROVIDE  WELL  OVER  300,000  JOBS  TO  THE  AMERICAN  PEOPLE.  I  HOPE 
THE  CAPS  IMPOSED  BY  THE  AIRLINES  DO  NOT  LIMIT  THE  VIABILITY  OF  THIS 
VALUABLE  INDUSTRY  WITH  THESE  DOUBTS  IN  MY  MIND,  I  WILL  PAY  ESPECDU.LY 
CLOSE  ATTENTION  TO  WHETHER  THESE  CAPS  IMPOSED  BY  THE  AIRLINES  WELL 
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AFFECT  THE  PROSPERITY  OF  TRAVEL  AGENCY  OWNERS  MADAM  CHAIRMAN,  I  AM 
HOPING  THAT  MY  INITIAL  REACTIONS  TO  THESE  CAPS  ARE  INCORRECT  AND  THEY 
SEEK  TO  ENHANCE  THE  GROWTH  OF  THIS  KEY  INDUSTRY. 

MADAM  CHAIRMAN,  I  WANT  TO  ONCE  AGAIN  THANK  YOU  FOR  HOLDING 
THIS  IMPORTANT  HEARING  I  AM  DELIGHTED  TO  BE  ABLE  TO  PARTICIPATE  IN  THE 
DISCUSSION  OF  MATTERS  THAT  ARE  VITAL  TO  PROMOTING  THE  INTERESTS  OF 
SMALL  BUSINESS  OWNERS. 
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Opening  Statement  of  the  Hon.  Marty  Meehan 
Small  Business  Hearing  on  the  Effects  of  Airlines'  Caps  on  Travel  Agents'  Commissions 

July  12,  1995 

Madam  Chairwoman,  I  want  to  thank  you  for  holding  hearings  on  this  important  issue. 

Today  we  will  be  reviewing  the  decision  of  seven  major  airlines  to  impose  commission  caps 
on  travel  agencies  processing  tickets.    Earlier  this  year,  I  requested  a  hearing  on  airline 
commission  caps  because  the  many  small  travel  agents  in  my  district  will  be  forced  to  close 
if  the  airlines  continue  to  enforce  the  caps. 


Currently,  the  Justice  Department's  Antitrust  Department  is  investigating  the  airlines 
behavior  in  setting  the  cap.    Whether  or  not  the  airlines  are  found  to  have  violated  federal 
antitrust  laws,  the  commission  caps  are  effectively  closing  small  travel  agencies  out  of  the 
market.  In  fact,  the  American  Association  of  Insurance  Agencies  estimates  that  over  50,000 
travel  agent  employees  will  lose  their  jobs  if  the  caps  stay  in  place. 

I  look  forward  to  hearing  the  expert  testimony  today.  The  airline  commission  caps  pose  a 
grave  threat  to  the  small  travel  agencies  in  my  district,  and  I  hope  that  this  hearing  will  be 
the  first  step  towards  finding  a  solution. 
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STATEMENT  OF  JAN  MEYERS,  CHAIR 

"THE  AIRLINE  TICKET  SALES  COMMISSION  REDUCTION  AND 

ITS  IMPACT  ON  SMALL  TRAVEL  AGENCIES" 

HEARING  BEFORE  THE  COMMITTEE  ON  SMALL  BUSINESS 

U.S.  HOUSE  OF  REPRESENTATIVES 

WASHINGTON,  D.C. 

JULY  12,  1995 

The  Committee  will  come  to  order.   Today  the  Small 
Business  Committee  will  be  conducting  an  oversight  hearing  into 
the  situation  faced  by  a  particular  in^dustry  dominated  by  small 
businesses— the  travel  agency.   This  "situation"  is  the  recent 
capping  of  commissions  provided  by  many  airlines  to  travel  agents 
for  the  sale  of  airline  tickets. 

In  February  of  this  year,  many  airlines  placed  a  cap  on  the 
commission  traditionally  paid  to  travel  agents  for  the  sale  of 
domestic  airline  tickets.   Under  the  cap,  the  maximum  commission 
provided  to  a  travel  agent  for  the  sale  of  a  ticket  over  $500  is  $50 
for  a  round-trip  ticket,  and  $25  for  a  one-way  ticket.    Prior  to  this 
action,  travel  agents  earned  a  commission  of  10  percent  of  the 
total  cost  of  each  ticket  sold. 

As  many  of  our  witnesses  will  testify,  this  substantial 
reduction  in  commission  payments  for  domestic  tickets  over  $500 
has  been  a  hardship  for  many  travel  agencies.   Some  of  these 
small  businesses,  which  average  annual  airline  sales  of  $1.7  million 
per  year  and  5  employees,  have  had  declining  profits,  been  forced 
to  lay-off  employees,  or  fold  their  business.   While  sales  have 
increased  over  last  year,  testimony  presented  today  will  state  that 
the  lower  commission  has  resulted  in  flat  or  lesser  profits  for 
many  travel  agencies. 

On  March  3,  1995,  the  American  Society  of  Travel  Agents 
filed  a  law  suit  against  six  major  airlines  (Delta,  American, 
Northwest,  USAir,  United,  and  Continental),  alleging  price-fixing. 
This  hearing  has  not  been  called  to  discuss  or  "try"  the  lawsuit,  as 
that  is  in  the  jurisdiction  of  the  judicial  branch.   Today,  we  are 
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here  simply  to  allow  the  travel  and  tourism  industry,  a  very 
important  industry  in  the  United  States  which  is  the  lifeblood  of 
thousands  of  small  businesses,  to  inform  the  Committee  of  the 
perceived  effect  of  an  action  by  the  airline  industry  on  their 
economic  well-being.    In  addition,  this  hearing  should  give  the 
Committee  members  of  better  understanding  of  the  travel  agent 
industry,  and  its  relationship  with  the  airline  industry. 

I  would  like  to  note  for  the  record  that  the  Air  Transport 
Association  and  Trans  World  Airlines  (TWA)  were  also  invited  to 
testify  today.   The  Air  Transport  Association  declined  to  testify, 
and  I  would  ask  unanimous  consent  that  their  letter  be  printed  in 
the  hearing  record.  A  representative  from  TWA  was  not  able  to 
present  testimony  at  the  hearing  today.   However,  we  will  hold  the 
record  open  for  two  weeks  so  that  TWA  and  any  other  interested 
parties  may  submit  written  testimony  to  be  included  in  the  official 
hearing  record. 
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Committee  on  Small  Business 
United  States  House  of  Representatives 


July  12,  1995 


Testimony  of  Representative  Glenn  Poshard 

Madam  Chairman,  I  would  like  to  thank  you  for  holding  this  important  hearing  today 
which  will  examine  the  effects  a  cap  on  travel  agent  commissions  imposed  by  a  number  of 
domestic  air  transportation  will  have  on  travel  agencies  and  agents  across  this  nation. 
Because  an  overwhelming  majority  of  travel  agencies  are  small  businesses,  it  is  our 
responsibility  to  take  a  close  look  at  the  intent  of  the  airline  industry  in  capping  commissions. 
We  must  remember  the  important  role  travel  agents  serve  not  only  to  our  constituents,  but  to 
the  travel  and  leisure  industry  itself.   Furthermore,  we  have  a  responsibility  to  insure  travel 
agents  are  fairly  compensated  for  marketing  and  selling  the  services  of  air  carriers. 

Because  I  represent  a  large  rural  district  in  Illinois,  I  understand  the  importance  of 
utilizing  the  services  of  travel  agents.   Travel  agents  often  link  residents  of  rural 
communities  with  travel  opportunities  those  living  in  urban  areas  are  afforded  by  major 
airports  and  airline  ticketing  centers.    Travel  agents  make  travel  easy  and  accessible  for  those 
of  us  who  do  not  have  the  time  or  expertise  to  plan  and  arrange  our  own  vacation  or  business 
trip. 

Like  many  members  of  Congress,  I  personally  understand  the  importance  of  travel 
agents  and  their  ability  to  process  airline  tickets,  because  I  frequently  travel  back  to  my 
Congressional  District  to  meet  with  my  constituents.    My  local  travel  agent  works  extremely 
hard  to  insure  I  always  have  enough  time  to  be  with  my  constituents.    It  is  only  fair  travel 
agents  receive  a  commission  that  reflects  the  type  and  price  of  an  airline  ticket  as  well  as  the 
work  that  is  involved  in  selling  and  processing  it. 

In  closing,  I  would  like  to  thank  the  members  of  today's  panel  for  appearing  before 
the  Committee.   I  look  forward  to  hearing  your  testimony,  and  hope  we  will  be  able  to  shed 
some  light  on  this  debate  that  will  affect  a  growing  segment  of  America's  small  business 
community. 
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TBJTTMnwY  or  nhsrrmr.   p,  mcaas 

>Ud»w  Chaizvka,  In  unmmr  co  your  spacltlc 
question*  about  tha  «£f«et  of  tlw  eonmlsslen  crisis. 
I  want  to  tall  you  that  Onaga  ia  alraady 
divarsifiedi  w*  do  about  $1B0  million  in  govarnnsat 
tr»v«l,  lito  million  in  nnxporata  buainass.  and  llOO 
million  in  laisura,  including  lots  of  toura  and 
cruisas.  flo,  mora  diversification  is  not  the  answer 
to  us.  Kor  are  service  obargas  the  answer,  as  we 
eaaaee  legally  ehaxtr*  itnrviae  eharcrea  to  the 
Oovaxnment,  and  we  cannot  rcaliatioally  do  ao  in  th« 
private  sector.  Instead,  our  survival  haa  required 
us  to  cut  expenass  wherever  possible  --  especially 
our  rebatea. 

You '  alao  aaked  about  what  cost-cutting 
altaroatlvas  exist  for  the  airlines.  The  fact  is 
that  i9*S  is  going  to  \rm  the  most  profitable  year 
evsr  for  the  0.8.  airline  industry,  so  let  us  not 
get  sidetraoked  into  feeling  sorry  for  the  alrlinaa. 
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lnrcm»d,  I  would  lUc*  to  tak*  ehla  opportunity  to  taatify 
•bout  cba  affect  of  tha  airline  cooimiaaion  oapa  on  a  major  area  at 
eur  buaisaaa  --  radaral  Oovmrammnt   Travel. 

At  Omaga  World  Travel,  we  handle  ever  (ISO  million  par  year  in 
official  travel  for  almoat  300  federal  agenciec.  Me  have  34 
«eperate  aeixcraeea  wbiob  «•  ««n>  through  eenqpetition  with  ATnerl ca ' n 
largeat  travel  oompaniea  including  Aaarloan  Bxpresa,  Carlaon 
Travel,  Roaenbluth,  and  SatoTravel.  Tbaae  oontraeta  all  require  ua 
to  provide  buaineaa -travel-type  aervioea  to  federal  empleyeea 
treveliag  on  oCfieial  buaiaaaa. 

Over  half  of  our  eontraeta  are  awarded  by  the  Oeneral  Servioea 
Adminictration,  with  which  we  have  been  doing  buaineaa  for  13 
year*.  Today,  wa  ere  OfiA'a  eldeet  trevel  mexutgenent  eenter 
contractor,  and  wa  handle  aucb  federal  agencies  aa  HfiXX.  Snergy, 
Education,  Labor,  and  the  rcc.  We  also  handle 
the  majority  of  KASX'a  official  travel  (but  not  apace  travel  -- 
yet  I )  under  e  oestreet  ewanded  directly  by  BUUL.  rinally,  »#e  have 
nine  Defenae  Department  eontraeta,  principally  with  the  Marine 
Corpa.  tha  majority  of  whoae  travel  we  have  the  privilege  of 
handling. 

aSA'  a  travel  management  center  program  baa  recently  ahif  tad  to 
Induatrial  funding  rather  than  appropriated  funding.  Tbia  chaztge 
waa  mandated  by  Congreea.  Ita  practical  affect  haa  been  to  require 
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Mich  trmv«l  aganoy  wlnolng  •  n«w  contract  to  pay  a  mlaimua 
nandatory  rabata  of  .56%  of  airllna  aalaa  to  08A  to  fund  the 
program.  Wo  hava  nefc  objaotad  to  Induaeriml  funding,  «■  tha 
altamativa  would  ba  for  OSX'a  program  to  eaaaa  and  to  hava  aaeb 
fcdaral  agancy  do  Ita  own  traval  proauraaant.  No  ara  oonoamad, 
howavar<  that  whila  induatrlal  funding  haa  bean  Impoaad  on  traval 
aganelaa/  tba  •irlinaa  hav«  ouaeaoofully  dalayod  lnpl*nMB.t«tlos  o£ 
a  alnllar  program  on  tbaaaalvaa. 

At  the  aama  tina,  OSK  and  DOO  ara  doing  aooatbing  that  wa  do 
not  auppevt,  aa  it  ia  ooatiag  ua  over  $1  million  dollara  in  1B95. 
Befora  X  •xpltdn  what  OfiA  and  DOD  ara  doing,  lat  raa  tall  you  that, 
after  tha  major  airlinaa  announced  their  conmiaaion  cape,  a 
revolution  occurred  in  the  private  aeotor  of  high-volume  buaineaa 
travel . 
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eiao*  abouc  19*0,  it  haa  b««s  typical  fox-  craval  «g«nc1»«  f.n  r«ibmt« 
or  ahAr*  a  portilon  o£  thalr  coomlaaloa  wlcb  larga  coxporata 
clients.  Tba  amou&c  of  the  rebata  or  ravaaua-aharlsg  paymant  has 
dapendad  on  factora  such  as  voluna,  work  dona  by  tba  corporation 
Inataad  of  th«  agaaey,  eempetltion>  and  aeimnlaai.en  lav«l«. 

Starting  juat  ovar  10  yaara  ago,  tha  Oovemmant  alao  raquaatad 
chaaa  rabataa  In  propoaala  £rom  traval  aganelaa,  and  traval 
ageneiea  hav«  indaad  efferad  xabataa  that  ara  eonparabla  to  thoa* 
in  the  private  sector. ,  At  Omega,  wa  have  rababad  eonearvativoly 
but  coopetltivaly,  and  our  total  govarxament  rabataa  were  ovar  (4 
million  in  1994. 

The  privata-aector  revolution  occurred  thia  spring  following 
the  commisaioQ  caps.  One  of  the  main  puxpoaea  of  the  coiimtlaslon 
caps  was  to  force  travel  agencies  to  roll  baa)e  rebates.  By 
efXectlvely  ousting  Omega' a  total  eoBBmlooioaa  by  about  ao%  on  high> 
volume  corporate  accounts  (and  about  10%  across-the-board  on  all 
our  accounta) ,  the  airlines  have  obligated  us  to  seek  our  aoeeunta' 
permiesion  to  reduce  their  rebates.  Omega,  like  every  other  large 
travel  agancy  thia  apriag,  aueeaasfully  nagetiatad  for  the 
substantial  reduction  of  all  of  our  private -eeetor  demestie 
rebataa . 
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Bowavcr.  when  w*  requested  tha  ■■m*  rallaf  from  the 
Oovanunant,  w«  hit  a.  brick  walli  Thraa  of  our  contracting  o£Cioara 
have  flatly  daalinad  our  raduotioa  raquaaca,  and  two  othara,  who 
arc  raaponalble  for  tha  buUc  of  our  OSA  contraeta,  hava  infomally 
told  ua  that  an  official  ra£uaal  will  ba  iaauad  aoon. 

Th«  dlffaranea  batwaan  tha  OofVercuBant  and  tha  privata  aaotar'a 
reaetiona  to  tha  oeomiaaion  oapa  la  ao  atartling  chat  it  has  baan 
tha  Bxibjact  of  numaroua  trada-praaa  artldas  and  aolunna.  and  I 
have  attached  aoma  of  Cham  for  the  Comnittea'a  paruaal. 

Mr.  Chairman,  thia  dlffarenea  ahould  not  axiat;  the  Oovemment 
ahould  grant  ua  tha  aama  raliaf  that  our  corporate  cllanta  have  -- 
to  reduce  our  rabatea  to  a  level  that  contpenaataa  for  our  reduced , 
capped  conaniaalon  raveauaa. 

Z  would  add  that,  logically,  tha  Oovammant  ahould  have  bean 
even  more  reaponalve  to  our  ragueata  than  eoxporatlona  ware,  aa  two 
oth«f  govcxnnent- travel  dawlopnanta  hava  aevaraly  Inpaetad  our 
proflti.  Firat,  the  level  of  government  alrfarea  Icaepa  dropping  aa 
a  reault  of  OSA'a  aticeaaa  in  obtaining  lower  bids  from  tha  fliajor 
airliaaa  each  year.  Of  eotirae,  aa  alrfarea  drop,  ao  do  our 
coimniaaion  dollaxa.  Seoond,  th«  aumbar  of  tiokata  haa  daellaed  at 
many  federal  aganciea  due  to  budget  cut  baeka.  Thua,  in  govexnmanc 
travel,  we  have  been  hit  by  an  unforaaaeable  triple  whammy  -• 
capped  oonmiaaloaa,  lower  alrfarea,  and  alaahad  travel  budgeta. 


45 


y«c,  w«  ctlll  hMV   to  pay  our  xsbatai  at  l«v«Is  sat  bafora  tbaaa 
un£oreaaan  davalopmaata  oeeurrad.  tbmt   is  unfair. 

Kr.  Cbalxaan>  lAiaa  traval  aganoiaa  ooopata  Cor  2adaral 
aooouxxta,  they  faea  a  uniqua  eoqpatlbor  —  tatoTraval,  which  la  a 
laxga  traval  aganey  ewnod  by  tha  11  largaat  D.8.  airllaaa.  Zn 
Lmxram  o£  aiaa.  flateTra'ral  la  oao  of  tJaa  top  £lv«  tvaval  MgmtLei.mm  in 
tha  nation. 

Through  SatoTraval,  tha  airllaaa  jointly  fix  tha  prlea  of 
thair  iiarvioaa  to  tha  OevamiiMiBt.  by  aaetiav  a  ualfena  rabata 
percantage  to  ba  paid  by  catoTravel  ragardlaaa  of  tha  alrlina  uaod 
£or  a  trip.  Through  SatoTraval,  tha  alrllnaa  bid  only  jointly  on 
traval-managemant«oantar  ooatraeca  and  deelina  to  auhnit  individual 
propoaalB  to  ataSf  on-sita  traval  e£fia«a,  avwi  though  thay  ara 
eapabla  of  performing  aueh  eentraeta  individually.  Zn  addition, 
SatoTraval  la  not  affaetad  by  tha  aaaa  oooBDiaaien  eaps  itnpoaad  on 
all  other  traval  agaselaa.  Thaaa  t«o  apparent  antltruat-law 
violaticMia  -•  priecfixlag  and  group  beyoetting  --  have  been  the 
aubjeet  of  eonqplaintf  to  tha  Department  of  Juatlea,  aaklng  for  an 
inveatigatien  of  SatoTraval,  but  tha  Department  haa  ignored  tbaiae 
requeeta . 

In  the  laat  few  weeks,  SatoTraval 'a  unfair  eonvetitien  haa 
taken  on  a  new  dlmanalon  --  oreaa-berder  intematlonal  tloJcetlng. 
Nhereaa  the  alrllnaa  prohibit  traval  aganoiaa  from  making 
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rcaarvations  in  tha  Tiaitad  State*  and  iaaxilag  tlakats  in  othar 
eountrlas  using  our  own  clekat  priatari  thara,  taa  airlinae  bave 
allewad  SatoTravaX  bo  do  juat  that.  Tbarafnra,  SatoTraval,  which 
haa  now  aat  out  to  eaptura  corporate  bualaaaa  tor  tha  flrat  tima, 
baa  an  unfair  oonvatltlva  advantaga  ovar  othax  travel  aganeiaa« 
which  aiuat  either  mail  airline  tickets  acroas  bordara  or  uaa 
anethar  traval  ajraney  haadquartarad  in  aaoh  foreign  country  to 
issue  tickets  £or  travelers  abroad. 

SateTravel  is  a  relic  of  the  regxilated  era  and  has  no  legal  or 
economic  raaaen  for  oxleting.  Although  it  elaima  to  eparata  mora 
inexpensively  than  traval  agenciea,  this  claim  is  falsa,  as  it  is 
based  on  the  ridiculous  assuaption  that  travel  agencies'  average 
commission  is  12.5%.  nils  is  a  gross  exaggeration;  for  government 
Lraval.  our  oeiraBiasioiUi)  Inoluding  any  benuaaa  or  overrides,  am  V% 
of  the  total  ticket  price;  for  other  traval,  our  commissions 
average  just  under  ilk. 

Tha  truth  of  the  patter  la  that  tha  airlines  kaap  RatoTraval 
in  business  as  a  way  of  avoiding  ooaipetitlve  bidding  for  govarameat 
bueinasa.  Without  SatoTraval,  each  airline  could  and  probably 
would  enter  the  traval  management  center  procurement  arena.  Buoh 
additional  con^Mtiriea  would  obvlouely  b«  good  for  tha  Oovanmanc . 

Tha  overall  themes  of  my  testimony  have  been  that  the 
Oovemment  should  be  more  lllca  the  private  sector  and  that  more 
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ooav*tieion  is  la  tb«  Oovenuoant's  baat  intaxcse.  Along  th«s«  vary 
•am*  linas,  Cbara  la  aaotbar  davalopnaat  that  X  wane  to  couoh  od 
briafly;  afe  tha  DaCaaaa  Dapartmant.  thara  la  a  hlgh-leval  Crawl 
taak  forca  that  la  looking  at  atraamllalng  traval  procurananc, 
dapartmant - wida . 

Tha  taak  foroa'a  goala  a»a  admlrahla,  but  It  la  probably  going 
to  raoonmaad  that  tha  Dapartnant  do  aooathlng  that  1«  axtramaly 
antleoBvatltivai  ooaaolldata  all  proeuxamaat  Into  gigantic  $xoo 
mlllloD-plua  awarda  that  only  SatoTraval  and  ona  or  two  ottaar 
oonqpaniaa  could  qualify  for.  Thla  will  ahut  ou«  Omaga  and  many 
mora  traval  aganclaa  that  hava  aarvad  OOD  eoqionanea  for  a  dooada. 

Xn  eonelxxaloa,  X  would  aak  that  the  Ooomlttea  do  thraa  thlngai 

Flrat,  plaaaa  uaa  your  beat  afforta  to  perauada  our 
contracting  officara  at  OSA  and  D0&  to  approve  our  rebate- reduction 
requeaea.  Otbazwlaa,  we  will  loaa  over  $1  million  in  IBBS  alone 
due  CO  the  Oo>ramineat '  a  Intraaalgaaoa ,  even  though  the  private 
aactor  hat  completely  aequleaoad  In  tha  quiet  revolution  that  Z 
have  daacribed. 

second,  pleaae  urge  ch«  Juatiae  separtvant  ee  Invaar.igate 
SatoTravel'a  unfair  and  antl-conpetltive  price  fixing  end 
boycotting  actlvltlaa  and.  If  tha  Department  agraaa,  plaaaa  urge  It 
to  move  to  diamantla  that  relic  of  tha  regulatory  era. 
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Third,  plsBS*  vxg*  the  Defense  Depertnant  sat  ^o  eoncolidefce 
its  travel  menagenent  awerde  iato  giant  eontraete  for  which  only 
one  I  two>  or  ehrea  aenyanioo  trauld  be  •ligible. 

Thaak  you;  Z  will  be  happy  to  answer  aay  of  your 
<juestiona . 
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INTRODDCTION 

MADAM  CHAIRMAN,  IT  IS  AN  HONOR  AND  PRIVILEGE  FOR  ME 
TO  BE  HERE  THIS  MORNING  TO  APPEAR  BEFORE  THE  HOUSE  SMALL 
BUSINESS  COMMITEE  ON  THE  ISSUE  OF  TRAVEL  AGENT  COMMISSION 
CAPS.  WITH  YOUR  CONCURRENCE,  I  WOULD  LIKE  TO  MAKE  A  PEW 
REMARKS  ABOUT  THE  IMPACT  OF  THE  TRAVEL  AGENT  CAPS  ON  THE 
U.  S.  VIRGIN  ISLANDS  AND  SUBMIT  ADDITIONAL  INFORMATION  FOR 
THE  RECORD. 

MY  NAME  IS  DAVID  L.  EDGELL,  SR.  AND  MY  OFFICIAL  TITLE 
IS  COMMISSIONER-DESIGNATE  OP  THE  D.  S.  VIRGIN  ISLANDS 
DEPARTMENT  OF  TOURISM.  PRIOR  TO  THIS  RECENT  DESIGNATION 
{MAY  8,  1995),  I  WAS  WORKING  AS  AN  ENTREPRENEUR,  PROFESSOR 
AND  AUTHOR  WITH  RESPECT  TO  NATIONAL  AND  INTERNATIONAL  TOURISM 
ACTIVITIES  WITH  AN  OFFICE  IN  KANSAS  CITY  AND  MAINTAINED  A 
RESIDENCE  IN  BASEHOR,  KANSAS.  AND  FOR  TWENTY  YEARS  PRIOR 
TO  MOVING  BACK  TO  KANSAS  IN  1994,  I  SERVED  AS  A  SENIOR 
OFFICIAL  IN  THE  UNITED  STATES  TRAVEL  AND  TOURISM 
ADMINISTRATION  IN  WASHINGTON,  D.  C,  INCLUDING  A  SHORT  STINT 
AS  ACTING  UNDER  SECRETARY  OP  COMMERCE  FOR  TRAVEL  AND  TOURISM, 


BACKGROUND 


BEFORE  ADDRESSING   DIRECTLY  THE   ISSUE  OP  THE  TRAVEL 
AGENT  COMMISSION  CAPS,  LET  ME  BRIEFLY  DESCRIBE  FOR  THIS 
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COMMITTEE  THE  SIGNIFICANCE  OP  TOURISM  FOR  THE  U.  S.  VIRGIN 
ISLANDS. 

TO  BEGIN  WITH,  TRAVEL  AND  TOURISM  IS  THE  USVI'S  MOST 
VALUABLE  INDUSTRY.  IN  1994  ALMOST  TWO  MILLION  VISITORS  TO 
THE  USVI  SPENT  ABOUT  ONE  BILLION  DOLLARS  AND  MAINTAINED  10,000 
JOBS,  MOSTLY  IN  SMALL  BUSINESSES.  TOURISM  IS  SO  IMPORTANT 
TO  THE  USVI  THAT  ON  MAY  8,  1995  GOVERNOR  ROY  L.  SCHNEIDER, 
M.D.  SIGNED  NEW  LEGISLATION  TO  CREATE  A  CABINET-LEVEL 
DEPARTMENT  OF  TOURISM  FOR  THE  U.S.  VIRGIN  ISLANDS.  AS  A 
RESULT  OF  THIS  NEW  LEGISLATION  THE  USVI  WILL  PLAY  A  MORE 
SIGNIFICANT  ROLE  IN  INTERNATIONAL,  NATIONAL  AND  CARIBBEAN 
TOURISM  ACTIVITIES,  INCLUDING  PARTICIPATION  IN  THE  REGIONAL 
MEETINGS  OF  THE  CARIBBEAN  TOURISM  ORGANIZATION,  THE  WHITE 
HOUSE  CONFERENCE  ON  TOURISM  IN  WASHINGTON,  D.C.,  THE 
ORGANIZATION  OF  AMERICAN  STATES  INTER -AMERICAN  TRAVEL  CONGRESS 
IN  QUITO,  ECUADOR,  THE  WORLD  TELECOMMUNICATIONS  AND  TOURISM 
CONFERENCE  (SPONSORED  BY  THE  WORLD  TOURISM  ORGANIZATION  AND 
THE  WORLD  TRAVEL  AND  TOURISM  COUNCIL)  IN  KANSAS  CITY  AND 
OTHER  NATIONAL,  REGIONAL  AND  WORLDWIDE  EVENTS - 

THE  USVI  APPROACHES  TOURISM  PROM  A  BROAD  PERSPECTIVE 
SINCE  EVERY  ASPECT  OF  THE  TOURISM  INDUSTRY  IMPACTS  ON  THE 
ISLANDS.  AN  INDICATION  OF  THE  NEW  USVI  TOURISM  STRATEGY 
WAS  RECENTLY  OUTLINED  (MAY  18-19,  1995)  DURING  THE  GOVERNOR'S 
CONFERENCE  ON  TOURISM-    SOME  OF  THE  KEY  COMPONENTS  OF  THIS 
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STRATEGY  INCLUDE t  HERITAGE  TOURISM,  INPRASTRUCTDRE 
DEVELOPMENT,  NEW  TECHNOLOGY,  ENVIRONMENTAL  CONCERNS,  PRODUCT 
DEVELOPMENT,  EDUCATION  AND  TRAINING,  PROMOTION,  FACILITATION, 
SAFETY  AND  SECURITY  AND  TRANSPORTATION.  HOWEVER,  FOR  THE 
USVI,  IT  IS  THE  ECONOMIC  OPPORTUNITIES  FOR  SMALL  BUSINESSES 
WHICH  ARE  MOST  IMPORTANT  SINCE  TOURISM  IS  THE  ECONOMIC 
LIPEBLOOD  OF  THE  ISLANDS. 

ECONOMIC  POLICY 

TRAVEL  AND  TOURISM  IS  THE  USVI ' S  MOST  VALUABLE 
INDUSTRY:  PRODUCING  INCOME,  CREATING  JOBS  AND  SPURRING 
ECONOMIC  DEVELOPMENT.  PROM  A  PURELY  ECONOMIC  POLICY 
PERSPECTIVE,  TOURISM  FOR  THE  USVI  IS  A  VITAL  ECONOMIC 
DEVELOPMENT  TOOL,  PROMOTING  ECONOMIC  DIVERSIFICATION, 
FOSTERING  NEW  PRODUCT  DEVELOPMENT,  GENERATING  NEEDED  INCOME, 
RAPIDLY  CREATING  NEW  JOBS,  AND  CONTRIBUTING  TO  ECONOMIC 
INTEGRATION.  THE  USVI  GOVERNMENT  IS  FULLY  COMMITTED  TO  A 
BROAD  BASED  TOURISM  PRODUCT  THAT  WILL  PROVIDE  ITS  CITIZENS 
WITH  INCREASED  OPPORTUNITIES  FOR  A  HIGHER  QUALITY  OF  LIFE 
AND  WHICH  WILL  CREATE  SUSTAINED  AND  ENVIRONMENTAL  BENEFITS 
FOR  THE  ISLANDS. 

THE  USVI  IS  AN  ECONOMIC-ENVIRONMENTAL  TOURISM  PARADISE: 
FABULOUS  YEAR-ROUND  WEATHER,  BEAUTIFUL  BEACHES,  SCENIC 
MOUNTAINS,  RICH  CULTURE,  EXCELLENT  MARINE  FACILITIES, 
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AND  EXQUISITE  VARIETIES  OF  ACCOMMODATIONS,  POOD  AND  LOCAL 
ARTS,  CRAFTS  AND  MUSIC.  THE  ISLANDS  ARE  BLESSED  WITH 
FRIENDLY,  HONEST  AND  HARD  WORKING  EMPLOYEES  WHO  KNOW  WHAT 
IT  TAKES  TO  DELIVER  A  QUALITY  TOURISM  PRODUCT  TO  THE  VISITORS. 
IN  ADDITION,  THE  USVI  HAS  MUCH  TO  OFFER  TOURISM  INVESTORS, 
DEVELOPERS,  AND  ENTREPRENEURS;  SPECIFICALLY  ITS  PRO-TOURISM 
GOVERNMENT,  ITS  PRO-ACTIVE  TOURISM  BUSINESSES  AND  ITS  STRONG 
TIES  WITH  THE  UNITED  STATES  MAINLAND. 

THE  WELLSPRING  TO  FUTURE  GROWTH  FOR  TOURISM  IN  THE 
USVI  IS  A  QUALITY  TOURISM  PRODUCT.  FORTUNATELY  FOR  THE  USVI 
THERE  IS  TOTAL  COMMUNITY  SUPPORT  COMPLIMENTED  BY  THE 
GOVERNMENT,  LEGISLATURE,  BUSINESS,  UNIONS  AND  NOT-FOR-PROFIT 
ENTITIES,  ALL  WORKING  HAND-IN-GLOVE  TO  PRODUCE  A  QUALITY 
TOURISM  PRODUCT.  FURTHERMORE,  THIS  GOVERNMENT  HAS  TAKEN 
A  LEADERSHIP  ROLE  IN  SUSTAINABLE  TOURISM  DEVELOPMENT  POLICY 
THAT  TRANSCENDS  BEYOND  THE  ECONOMIC  BENEFITS  AND  EMBRACES 
ENVIRONMENTAL  AND  CULTURAL  INTERESTS  AS  WELL. 

IT  IS  BECAUSE  TOURISM  IS  THE  NUMBER  ONE  INDUSTRY  IN 
THE  USVI  THAT  THE  ISSUE  OP  TRAVEL  AGENT  COMMISSION  CAPS  IS 
SO  CRITICAL. 

CONMISSIOH  CAP 

EFFECTIVE  FEBRUARY  10,  1995,  DELTA  AIRLINES 
INITIATED-AND  OTHER  MAJOR  AIRLINE  CARRIERS  FOLLOWED-  A  CAP 
ON  DOMESTIC  AIRLINE  COMMISSIONS  (TRAVEL  WITHIN  AND  BETWEEN 
THE  CONTINENTAL  USA,   HAWAII,   ALASKA,   PUERTO  RICO  AND  THE 
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U.S.  VIRGIN  ISLANDS)  OF  $25  ON  ALL  ONE-WAY  TICKETS  AND  $50 
ON  ALL  ROUND  TRIP  TICKETS.  THAT  TRANSLATES  INTO  NO  REVENUE 
FOR  THE  AGENTS  ON  TICKETS  PRICED  OVER  $250  ONE-WAY  AND  §500 
ROUND  TRIP  UNLESS  TRAVEL  AGENTS  CHARGE  THE  CONSUMER  A  SERVICE 
CHARGE. 

FURTHERMORE/  AIRLINES  HAVE,  OVER  THE  YEARS,  PLAYED 
WITH  THE  DEFINITION  AND  STATUS  OF  BOTH  PUERTO  RICO  AND  THE 
U.S.  VIRGIN  ISLANDS.  FROM  A  TOURISM  PERSPECTIVE,  THESE 
TERRITORIES  HAVE  ALWAYS  BEEN  CONSIDERED  INTERNATIONAL,  WITH 
THE  RECENT  EXCEPTION  OF  THIS  DOMESTIC  CAP  PROGRAM.  IT  IS 
CRITICAL  TO  NOTE  THAT  THE   OTHER   NON-STATE   ENTITIES   UNDER 

THE  U.   S.   FLAG GUAM,   AMERICAN  SAMOA,   WAKJi,   MIDWAY,   THE 

TRUST  TERRITORY  OF  THE  PACIFIC  ISLANDS,  THE  NORTHERN  MARIANA 
ISLANDS,   THE   FEDERATED   STATES  OF  MICRONESIA,   THE  MARSHALL 

ISLANDS  AND  THE  REPUBLIC  OF  PALAU HAVE  NOT  BEEN  INCLUDED 

IN  THIS  DOMESTIC  COMMISSION  CAP  PROGRAM.   THIS  OBVIOUSLY 
DISCRIMINATES  AGAINST  THE  U.    S.  VIRGIN  ISLANDS  AND  MAKES 
IT  DIFFICULT  FOR  THE  USVI  TO  COMPETE  WITH  ITS  NEIGHBORS. 

THE  DEVASTATING  EFFECT  OF  THIS  ARBITRARY  AND  UNILATERAL 
DECISION  ARE  TWO-FOLD  AS  CONCERNS  OUR  TERRITORY:  (1)  IMPACTING 
ON  IN-BOUND  TOURISM  AND,  (2)  DISRUPTING  THE  LOCAL  TRAVEL 
AGENCY  INDUSTRY. 

THE  BPPECT  ON  OUR  IN-BOUHD  TODRI&M 

WHY  ARE  WE  SO  OVERLY  CONCERNED  ABOUT  THE  AIRLINE  CAPS? 
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BECAUSE  ALL  OF  OUR  NON-U.  S.  CARIBBEAN  NEIGHBORS  NOW  HAVE 
A  DISTINCT  ADVANTAGE.  STATESIDE  AGENCIES  ARE  NOT  HAPPY  NOR 
COMFORTABLE  WITH  THE  PROSPECT  OF  ASKING  THEIR  AGENTS  TO  PAY 
A  SERVICE  FEE,  HOWEVER,  THEY  HAVE  LITTLE  ALTERNATIVE  IF 
THEY  WANT  TO  PAY  THEIR  BILLS.  GIVEN  THE  OPTION  OF  SELLING 
A  CARIBBEAN  DESTINATION  THAT  IS  CONSIDERED  INTERNATIONAL 
(NO  COMMISSION  CAP)  AS  AGAINST  ONE  THAT  WILL  REQUIRE  CHARGING 
A  SERVICE  FEE  (TO  REPLACE  THE  LOST  COMMISSION  REVENUE)  THEY 
WILL  USE  THEIR  INFLUENCE  TO  PROMOTE  THE  NON  U.S.  DESTINATION. 

THE  IMPACT  HAS  HURT  THE  USVI  SO  MUCH  THAT  ONE  OF  THE 
HOTELS,  MARIOTT'S  FRENCHMAN'S  REEF  HOTEL,  HAS  RESPONDED  TO 
THIS  DILEMMA  BY  OFFERING  TO  PAY  THE  LOST  COMMISSION  TO  TRAVEL 
AGENTS  ALONG  WITH  THEIR  NORMAL  HOTEL  COMMISSION.  THEY  HAVE 
RECOGNIZED  THE  POTENTIAL  DETRIMENT  TO  FUTURE  BOOKINGS.  OUR 
CARIBBEAN  NEIGHBORS  ARE  NOW  USING  THIS  ADVANTAGE  (NO 
COMMISSION  CAP)  IN  THEIR  MARKETING  AND  ADVERTISING  EFFORTS. 

NEEDLESS  TO  SAY,  THE  TOURISM  INDUSTRY  CAN  ILL- AFFORD 
ANOTHER  DISADVANTAGE -NOR  CAN  THE  VIRGIN  ISLANDS  GOVERNMENT 
AFFORD  ADDITIONAL  LOSS  OF  TAX  REVENUE  THROUGH  THE  LOSS  OF 
TOURISM  BUSINESS.  THIS  SITUATION  WILL  AFFECT  ALL 
ACCOMMODATIONS,  YACHT  CHARTERS,  TAXIS,  RESTAURANTS, 
RETAILERS,  LOCAL  GROUND  TOUR  OPERATORS  AND  DESTINATION 
MANAGEMENT  COMPANIES.  THE  SPIN-OFF  WILL  AFFECT  THE 
NON-TOURISM   SECTOR.    THE   POSSIBILITY   EXISTS   THAT   AIRLINES 
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WILL   REDUCE   SERVICE   IF   VISITOR   NUMBERS   DECREASE   THEREBY 
REDUCING  PORT  AUTHORITY  FEES. 

IN  ADDITION,  TO  BE  CALLED  A  DOMESTIC  DESTINATION  WILL 
HARM  OUR  "EXOTIC"  IMAGE  AND  CAUSE  VISITORS  TO  QUESTION  THE 
VALUE  OF  OUR  "DUTY-FREE"  STATUS.  THESE  PSYCHOLOGICAL 
SUBTLETIES  WILL  WORK  AGAINST  US. 

THE  EFFECT  ON  OOB  LOCAL  TRAVEL  AGENCY  INDUSTRY 

THE  SECOND  PART  OF  THE  EQUATION  IS  THE  EFFECT  UPON 
VIRGIN  ISLANDS  TRAVEL  AGENCIES  OF  WHICH  THERE  ARE  THIRTY- 
NINE  (39).  MANY  OF  THESE  TRAVEL  COMPANIES  HAVE  MORE  THAN 
ONE  BRANCH.  EACH  OFFICE  AVERAGES  APPROXIMATELY  3-4  EMPLOYEES 
PER  BRANCH.  THERE  IS  NO  QUESTION  THAT  DIMINISHED  INCOME 
WILL  FORCE  PERSONNEL  LAYOFFS-AND  MANY  AGENCIES  TO  CLOSE 
COMPLETELY . 

A  RECENT  STUDY  SHOWS  THAT  ALTHQUGH  THE  NUMBER  OF 
TICKETS  OVER  THESE  CAPPED  AMOUNTS  TO  ONLY  10%  OF  THE  TOTAL, 
THEY  REPRESENT  ABOUT  30%  OF  VIRGIN  ISLANDS'  TRAVEL  AGENCIES 
COMMISSION-ALMOST  ONE  THIRD  (1/3)  OF  THEIR  REVENUE.  PLEASE 
NOTE  TRAVEL  AGENCY  PROFITS  HAVE  TRADITIONALLY  BEEN  IN  THE 
1%  RANGE  OF  SALES. 

RECOMMENDATIONS 

WE  RECOMMEND  THAT  THE  WHITE  HOUSE  BE  ADVISED  AND  THE 
ATTORNEY  GENERAL  BE  CONSULTED  REGARDING  THE  LEGAL 
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RAMIFICATIONS  OF  PUERTO  RICO  AND  THE  U.  S.  VIRGIN  ISLANDS 
INDISCRIMATELY  BEING  GIVEN  A  DOMESTIC  STATUS  WHILE  THE  OTHER 
U.S.  COMMONWEALTHS,  TERRITORIES,  ETC.  ARE  CONSIDERED 
INTERNATIONAL.  INASMUCH  AS  ASTA  AND  OTHER  STATESIDE  TRAVEL 
AGENCY  GROUPS  ARE  FIGHTING  THEIR  BATTLE  IN  THE  COURTS,  WE 
ARE  HOPEFUL  THAT  THIS  INDUSTRY  WILL  PREVAIL  IN  THE  COURTS. 
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My  name  is  Jeanne  Epping.  I  am  a  travel  agent  from  Santa  Cniz,  California,  whexe  I 
serve  as  president  of  Santa  Cruz  Travel,  a  small  family-owned  travel  agency.  Both  my  husband 
and  son  work  with  me  in  the  agency.  We  opened  our  doors  in  1964  with  three  agents.  We  now 
have  four  offices  and  employ  28  people. 

I  also  am  the  elected  president  of  the  American  Society  of  Travel  Agents.  ASTA  has 
25,000  members  in  136  countries.  Our  members  in  the  U.  S.  represent  some  12^00  travel 
agency  locations.  Sixty  percent  of  the  agencies  are  owned  by  women;  85  percent  of  the 
employees  are  women.  Eighty-two  percent  of  our  members  employ  less  than  ten  people.   The 
average  travel  agency  overall  has  gross  airline  sales  of  SI  .7  million  per  year  and  employs 
between  five  and  six  iull-time  people.  We  are  cleariy  a  small  business  industry.  It  is  for  this 
reason  I  am  especially  pleased  to  speak  to  you,  the  House  Small  Business  Committee,  today  on 
the  new  airline  commission  c^  policy  ^^ch  is  seriously  threatening  our  industiy. 

A  little  history  should  he^  put  Ais  issue  in  perspective.  The  airlines  and  the  travel 
agency  industry  have  been  ti^ly  intertwined  since  the  inception  of  both  industries.  The  airlines 
have  always  controlled  the  relationship  and  continue  to  do  so  today.  The  airlines  have  retained 
this  control  through  the  various  systems  tiiey  created,  all  of  which  initially  hod  government 
^)proval  through  the  Civil  Aeronatitics  Board  (CAB)  and  antitrust  immunity. 

A  travel  agency  desiring  to  sell  travel  on  most  U.S.  caniers  must  first  seek  fqjproval  from 
the  Airlines  Reporting  Corporation  (ARC).  This  corporation,  v^liich  is  wholly  owned  by  the 
airlines,  determines  the  standards  a  travel  agency  must  meet  in  order  to  sell  air  travel  to  the 
public.  ARC  also  established  a  bond  requirement  for  tiie  agency  ^^ch  protects  their  ticket 
stock.  Once  these  criteria  are  met,  the  agency  is  accredited  and  the  necessary  plates  and  ticket 
stock  are  presented  to  the  agency,  dius  enabling  it  to  commence  business. 

The  ARC  also  established  the  banking  system  to  which  all  agents  must  adhere.  This  is 
referred  to  as  the  Area  Settlement  Plan  and  requires  travel  agents  to  pay  to  the  airlines,  through 
the  area  settlement  bank  every  seven  days,  the  proceeds  from  ticket  sales  they  generated  over  the 
previous  week.  They  establish  all  the  rules  and  criteria  tibe  agents  must  meet  in  making  their 
payment  to  the  area  settlement  plan.  The  airlines  have  the  power  to  pull  die  ticketing  plates  of 
any  agency  at  any  time  should  diey  fail  to  meet  the  requirements  established  by  the  airliiiec 
through  the  plan. 

The  travel  agency  must  also  utilize  one  or  more  of  the  Computer  Reservations  Systems 
(CRSs)  owned  by  tiie  airlines  to  issue  tiieir  tickets,  itineraries  and  boarding  passes.  The  agents, 
for  the  most  part,  lease  those  systems  and  have  veiy  little  say  as  to  what  is  a  fair  price  to  pay  for 
the  equipment  and  software  essential  for  issuing  tickets  and  other  accon^ianying  travel 
documents.  The  airhne-owned  systems  set  ttic  prices.  For  the  vast  majority  of  small-business 
travel  agencies,  the  CRS  company  dictates  all  the  terms,  including  the  number  of  years  the 
contract  will  last  and  the  penalties  charged  should  Hxe  agent  wish  to  cancel  the  contract 
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The  airlines  also  own  a  very  laige  company  known  as  SATO  (Scheduled  Airline  Ticket 
Office),  the  functional  equivalent  of  a  huge  travel  agency  that  competes  directly  with  the  travel 
agents  for  government  travel  accounts  as  well  as  corporate  accounts.  SATO'S  sales  volume  is 
estimated  to  be  about  a  billion  dollars  annually. 

The  airlines  also  own  their  own  travel  credit  card  known  as  the  UATP  (Universal  Air 
Travel  Plan)  card.  Coipoiations  can  epply  to  use  this  card,  thus  enabling  the  airlines  to  indirectly 
control  the  credit  tenns  granted  the  ooiparationB  to  ^^oh  die  card  is  issued. 

It  is  also  the  case  that  during  the  regulated  en  ihe  airlines  were  able  to  set  commissions 
for  travel  agency  services  by  agreement,  receiving  antitiust  immunity  from  the  government  for 
the  results  of  their  cartel  meetings.  Needless  to  say,  the  commissions  set  by  airline  agreement 
were  below  diose  that  a  competitive  maricet  would  have  set 

Althou^  the  airlines  were  deregulated  in  1 978,  and  the  CAB  no  longer  exists,  most  of 
the  systems  that  were  in  place  thvr  are  still  with  us  today.  While  travel  agencies  are  able  to  make 
iopat  in  some  situations,  primarily  involving  ARC,  the  final  decisions  about  these  crucial  aspects 
of  travel  agency  life  are  made  by  die  airlines  often  acting  togedier  or  in  grotqM. 

There  are  ASTA  agents  m  virtuaUy  eveiy  congressional  district  throughout  America.  For 
the  most  part,  they  have  always  offered  their  service  free  to  the  public.  They  pride  themselves  in 
giving  unbiased  professional  advice  to  die  traveling  public,  trying  to  take  the  hassle  out  of 
traveling  and  promote  business  for  ttc  airlines  and  others  in  the  travel/tourism  chain  of 
production.   The  public  obviously  has  grown  to  ei\joy  diese  services  as  witnessed  by  the  steadily 
increasing  bookings  by  travel  agents  for  airlines,  hotels  and  car  rentals.  In  fact,  95  percent  of  all 
international  tickets  and  approximately  8S  percent  of  all  domestic  airline  tickets  are  sold  by  travel 
agents.  Travel  agents  are,  for  the  most  part,  the  exclusive  distribution  system  for  the  cruise 
industry  as  well.  They  book  over  95  percent  of  all  cruises. 

Since  shordy  after  the  antitrust  immunity  for  airline  commission-fixing  agreeements  was 
eliminated  by  the  government,  the  industry,  operating  for  the  first  time  under  truly  con^ietitive 
conditions,  tunived  at  a  10  percent  base  commission  rate  payable  by  all  airlines  on  virtually  all 
transactions.  This  1 0  percent  commission  striicture  was  in  existence  for  about  fourteen  years  and 
was  working  well.  Our  industry  was  stunned  when  Delta  Airlines  instituted  their  new 
commission  cap  policy  on  February  9, 1995,  installing  a  maximum  commission  of  $50  on 
round-trip  domestic  tickets  over  S500.00  and  S25.0O  for  a  one-way  domestic  ticket  Within 
hours,  American  and  Northwest  Airlines  followed  suit  and  within  a  few  days  all  of  the  major 
domestic  airlines,  excepting  only  America  West  Alaska  Airlines  and  Southwest  announced 
identical  policies. 

The  major  carriers  do,  however,  continue  to  pay  ten  percent  to  Canadian  agents  i)^  sell 
travel  to  and  within  the  U.  S.  They  also  pay  more  than  nine  percent  overall  to  their  jointly-owned 
travel  agency,  SATO  ( Schedule  Airlines  Ticket  OfBce).    SATO-issued  tickets  are  thus  not 
subject  to  the  commission  cap,  which,  on  a  $  1 ,400  domestic  roundtrip  coach  ticket  now  yields 
only  a  3.6  percent  commission  rate. 
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ASTA,  with  others,  has  instituted  litigation  in  federal  court  against  the  capping  airlines, 
alleging  price  fixing  and  monopolization.  That  case  is  pending  in  Minnetqxtlis  and  we  have  not 
come  before  this  Committee  to  argue  die  law  case. 

The  Committee  needs  to  be  aware,  ^ugh,  that  our  indostry  is  being  severely  impacted 
by  the  commission  caps.  The  latest  data  available  on  travel  agency  operations  shows  that  sales  in 
May  of  domestic  &ns  are  i^  13  percent  whereas  domestic  commissions  have  actually  declined 
sli^tly.  On  a  year-to-date  basis,  the  picture  is  similar,  domestic  sales  are  up  S  percent  and 
commissions  are  flat 

This  represents  a  huge  in^Mict  on  businesses  for  whom  air  sales  on  average  are  60  percent 
of  business,  with  half  of  that  in  domestic  sales.  Profit  margins  of  travel  agencies  historically 
have  been  very  small,  with  salaries  low  and  benefits  thixL  We  fear  that  many  of  our  small 
business  members  will  simply  not  be  able  to  adapt  to  the  caps  and  will  be  driven  out  of  business. 
Declarations  of  default  by  ARC  are  up  more  tium  12  percent  throuj^  May.  This  increase  in 
agency  ftilures  would  not  likely  have  occuzred  without  the  caps,  since  the  total  volume  of 
business  sold,  domestic  and  intCTuational,  throu^  travel  agencies  is  up  4  percent  tfarou^  May. 

The  airlines  have  publicly  stated  that  the  travel  agencies  should  find  new  sources  of 
revenue,  reform  their  businesses  and  otherwise  tdspt  to  the  changed  environment  We  are 
certainly  trying,  but  it  is  easier  said  than  done.  For  example,  the  airlines  are  recommending  to 
the  travel  agents  to  charge  a  fee  for  dieir  services.  The  travel  agents  resist  this  because  they 
know  their  customers  are  generally  opposed  to  such  fees  and  because  the  same  airlines  that  are 
promoting  this  idea  do  not  themselves  charge  such  fees.  The  service  fee  qiproach  thus  may 
make  many  travel  agencies  un-con:f>etitive  against  the  airlines. 

We  have  nonetheless  approached  the  airline-owned  ARC  to  seek  changes  in  the  ARC- 
approved  documents  so  that  agents  wanting  to  try  fees  can  do  so  vfiih  Tnax:itmim  efBciency  for 
them  and  for  their  cizstomers.  While  ARC  has  been  accommodating  to  a  degree,  its  airline 
owners  have  absolutely  refused  to  consider  adding  a  space  on  the  airline  ticket  for  the  agent's 
transaction  fee.  The  result  is  diat  agents  will  have  to  use  two  sqiarate  documents  to  provide  for 
automated  settlement  of  transaction  fees  charged  on  credit  cards,  the  preferred  method  of 
payment  by  the  overwhehning  majority  of  travelers. 

ASTA  is  convinced  ftat  die  an-lines'  policy  will  have  a  detrimental  effect  on  agents  if  it  is 
allowed  to  stand.  Many  agencies  will  be  forced  to  close  and  others  will  cut  back  their  8taf&. 
Those  agents  firom  states  like  Hawaii  ^o  tend  to  sell  higher-priced  tickets  will  be  hit  the 
hardest 

I  did  an  analysis  of  die  effect  the  airline  commission  caps  would  have  had  on  my  1 994 
sales  figures.  The  volume  of  my  agency  is  approximately  $10  million  and  60%  of  that  is  air. 
Twenty  percent  of  my  domestic  air  tickets  were  over  $500  and  were  thus  inqiacted  by  the  cops. 
My  profit  would  have  been  reduced  by  4 1  %  had  the  current  cap  program  been  in  eflfect  for  that 
period. 
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Some  five  years  ago,  we  had  initiated  a  restructuring  of  our  agency  to  cut  our  overhead  to 
a  rnini"!""!   This  program  is  conqilete,  and  I  see  no  furdier  ways  to  reduce  overhead 
Consequently,  to  deal  with  the  revenue  loss  I  am  now  witnessing,  we  have  had  to  let  two  of  our 
28  en^loyees  go.  Quite  frankly,  personnel  is  the  only  other  area  in  wbith  I  can  cut  ovoixead 
costs.  I  hate  to  do  this,  for  it  means  less  time  for  individual  customer  service.  In  fact,  I  aoticqaate 
there  will  be  some  20%  cut  in  customer  consulting  time.  I  hate  to  see  this  trend,  for  the  traveling 
public  is  certainly  the  loser  in  such  a  situation. 

Both  Diane  Panegasser  of  Travel  Trends,  Ltd.,  in  Kansas,  and  Dan  Bohan  of  Omega 
Travel  headquartered  in  the  Washington  area  will  discuss  in  detail  the  effects  these  new 
commission  policies  are  having  on  their  businesses. 

Thank  you  again  for  giving  our  industry  the  opportunity  to  discuss  our  concerns  with  you. 

I  am  delighted  to  take  any  questions  you  or  the  committee  might  have  at  this  time. 
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Mary  Ho0an 

328  Forest  street 

Artington.MA  02174 


Madam  Chairman: 

1  would  like  to  take  this  opportunity  to  say  thank  you  for  inviting  me 
to  appear  before  you  today.  What  makes  me  proud  to  be  an  Amencan  is  knowing  that 
we  have  Congressmen  and  woman  tike  you  protecting  the  rights  of  Small  Businesses 
in  ttv8  country,  t  truly  apprecieto  your  hoklirtg  this  hearing  on  the  effects  of  the  Airlirte 
Commission  Caps,  and  how  it  relates  to  the  small  travel  agency  businesses,  and  I  am 
honored  to  speak  as  a  former  owner  of  a  small  travel  agency  tiusiness. 

I  would  tike  to  t>egin  by  telling  you  how  the  airline  commission 
caps  have  affected  myself  and  my  family.  Frfteen  years  ago  I  began  working  as  a 
travel  agent  for  a  smedt  travel  agency  in  Massachusetts.my  progress  went  well  and 
within  five  years  I  was  managing  a  full  service  travel  ager«:y.    I  mans^ed  two  agencies 
before  deciding  to  branch  out  on  my  own.  [  was  not  a  riovk^e,  I  knew  the  ups  and 
downs  of  the  travel  business.    In  1900,  witNn  one  month  of  my  opening  my  dream 
agency,  the  Gulf  War  broke  out.  a  few  months  later  the  United  States  was  suffering 
from  a  miki  recesskin.  1990finally  ended,  and  I  came  through  It  writh  flying  colors.  I 
made  good  solid  business  decistons,  and  I  made  a  modest  profit.  Life  was  good,  I  got 
involved  with  the  community  my  agency  was  kxated  in,  I  joined  the  Chamt>er  of 
Commerce,  and  before  tong  was  asked  to  join  Rotary.  I  am  a  well  respected  business 
worrran.   My  ^ency  business  mix  was  65%  airline  tickets  and   35%  other  travel 
business.    I  had  two  full  time  emptoyee's  plus  myself. 

My  problems  began  during  the  next  ^e  years,  three  or  four  of  the 
major  airlines  were  in  and  out  of  Chapter  1 1 .  The  effects  of  an  airline  entering  into 
Chapter  1 1  can  b>e  devastating  on  a  small  travel  agency  business.    Once  an  airline 
declares  Chapter  11 .  and  is  protected  from  ifs  creditors  it  can  then  t>egan  having 
airline  ticket  sales.  More  often  than  not  these  sales  consist  of  rkticutously  tow  ticket 
prices  that  often  force  all  other  airtfnes  to  match.  This  in  itself  is  good  for  the  consumer, 
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but  devastating  to  the  small  travel  agency  business.  Why?  Because  the  small  travel 
businesses  are  forced  by  the  airline  to  refund  higher  priced  tickets  for  ttie  sale  prices. 
While  I  agree  with  this  principal  in  theory,  it  reel(S  havoc  on  our  profit  line.  Not  onty  do 
we  refund  tt>e  consumer,  but  the  airlines  demand  the  commission  tMtween  the  higher 
priced  tidcet  and  the  lower  priced  ticket  k>e  refunded,  even  through  we  have  worked  to 
produce  tfie  ticket.  This  happens  most  often  on  tickets  that  have  been  issued  weeks, 
and  sometimes  months  earlier.  In  essence,  the  commission  on  those  ttekets  has  gone 
to  pay  salaries,  and  operatirn}  expenses.  We  as  small  business  owner  always  feel  that 
we  have  a  biack  ckxjd  har^ging  over  our  heads,  t)ecause  ¥re  never  know  when  we 
have  to  give  back  what  we  rightfully  earned.  When  was  the  last  time  any  of  us  bought 
a  car,  a  washing  machine,  or  any  major  purchase,  and  were  able  to  get  a  refund 
weeks  i^er  because  the  price  went  down?  Can  any  of  us  imagine  any  of  these 
salesmen  returning  their  hard  earned  commisskxis?  Well  I  can,  t)ecause  t  dkf  It  for 
years,  and  it  ate  away  at  my  profit  line. 

For  me  the  firra)  bto^N  cesne  on  Febnjary  9. 1995.    Delta  Airfines, 
via  a  fax  trarismissbn  announced  to  thousands  of  travel  agents  rtattonwkto  that  it  no 
K>nger  would  pay  10  %  comntission  on  domestk;  round  trip  airline  tickets  over 
$500.00,  or  domestic  one  way  ttokets  over  $250.00.  Detta  Airlines  deckled  it  was 
goir^  to  place  a  commission  cap  of  $50.00  and  $25.00  respectivsty.    Within  hours,  an 
the  major  airlines  made  the  same  announcement,  most  using  the  exact  wording.  How 
coukj  four  of  the  major  U  S  Airlines  carriers  make  such  a  major  business  deciston. 
without  conferring  with  each  other?  Why  dkl  their  announcements  look  simitar,  and 
some  even  exactly  alike?  DM  they  know  what  each  other  vras  doing?  How  couk}  they 
be  altowed  to  reduced  our  commi88k>n8  wfien  we  coukl  barely  make  it  on  the  10  % 
corrtmissnn?  Tfieir  reasons  for  doing  so,  ttiey  were  sick  of  subsidizing  the  tow  er>d 
tickets  with  the  high  end  tickets.   The  reason  we  were  abie  to  write  the  low  end  tidtets 
in  ttw  first  place  was  because  we  knew  a  certain  amount  of  tickets  written  through  our 
small  agencies  would  be  valued  at  $500.00  or  more,  and  we  coukJ  pick  up  the  stack. 
But  now  we  were  tokj  that  no  matter  how  many  tickets  we  wrote,  no  matter  how  much 
extra  work  went  into  writing  and  rewriting  ttekets,  we  wouki  no  tor^ger  t)e  compensated 
for  our  work.   My  agency  income  was  being  cut  by  18  %,  and  I  was  expected  to 
oontimje  to  pay  salaries  and  other  operating  expenses.   Once  again  the  smaH 
business  travel  agency  was  asked  to  carry  the  burden  of  the  mismanaged  big 
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buvriMs  airltnes.   L£>w«r  airfar«s  forth*  consumer,  was  anothwrBaaon  given  for 
cutting  the  commteatons.  TTie  tarea  have  ateadBy  riaen  ainca  February.  Jberiavaihay 
weatafivayaarhigh.  ^naU  trawt  agency  businesaaa  were  to  axpanaiva  to  do 
t)usina88  with,  was  yet  another  commiasion  cutting  raaaon,  hogwaah^  most  aman 
agsndoa  newer  see  w  airfine  aaiaa  agent,  they  art  on  their  own.  Many  raaaona  hcva 
bean  given  as  to  why  the  anlinea  have  done  this,  but  not  many  hovB  made  aanaa. 
Wl^iin  days  of  miMng  it's  commisaion  cap  cute.  Date,  Am^ican,  LMted,  and 
Northwest  Atriinas  had  their  aaiaa  staff  out  4nfoFoe  visiting  the  maga^ganciaa.  The 
reason  for  the  viaits  ware  to  cut  daals,  and  to  give  the  maga  «gancias  upward  of  15  % 
commission  if  they  would  movath*  market  shwB.  fmconfuaad!  IfthasmaHagancias 
ware  getting  10%  contmtsaion  and  sandwig  the  businass.  why  did  ^w  airHnes  take  ft 
away,  and  walk  across  thastraat  and  offar  mora  commission  to  thvmaga  agendas?  i 
can  compaia  wtth  ttw  mega  agandes  onmy  own,  but  whan  ttw  airfinas  talva 
contmisskm  away  from  my  agancy  and  give  ft  to  the  magas  f  hsva  to  ask,  are  the 
airlines  uskH)  the  mega  agencias to  put  the  small  travel  agency  out  of  business?  tstfie 
plan  just  have  mega  agendas,  and  if  ft  is,  why? 

What  iB  iha  point  of  ttiis  madrteas?  Thatravat  agency  disfriUution 
system  is  respons&rie  for  bookkig  ^  %  trf  the  arfine  tickets  issued  in  the  Unftad 
^ates.  The  airfines  were  paying  a  flat  I0%oommi8sk>n  on  the  base  fare.  Wfththis 
10  %  commission  pay  out,  the  airTmes  have  over  40,000  travel  agendas,  plusthe 
employee's  wfthtft  those  agencies  working  for  ttnm.  They  arent  paying  saiarias. 
benems.  operating  expenses,  in  facLMftta^tfiav  are  still  not  and  never  ware  naylnp 
their  fakriwre.  Theamount  Of  work  provided  by  an  agent  to  keep  ttwairfine 
passenger  happy  goeauntohl   'nte  travel  agent  is  a  buffer  between  the  airlines  and 
the  passenger,  many  timea  eeting  as  the  protACtot*  of  Ih*  iMiMmm v^»  iHiilit*.  Ttmni  ore 
many  times  an  agent  reiaauea  airline  tickets,  colieoting  an  airline  impoaad  servk»  fee. 
only  to  see  $54)0  of  ttw  $35.00  fee,  because  $30.00  of  ft  goes  to  the  airline  as  a  tax 
free  eervice  chage.  The  airlines  are  making  milKons  on  these  ao  caNed  service  fees, 
and  recendy  they  have  irtcreased  the  senrice  fee  to  $50.00. 

What  hastfte  oommlBsion  cap  done  to  Hogan  Travel,  inc.? 
Because  a  good  amoxmt  of  my  ticket  buainess  was  over  $500.00, 1  coi4d  not  afford  the 
cut  in  commisakms.   t  have  doaed  my  agency,  and  I  have  seen  my  drsttn  go  down 
the  drttn.  tt's  forced  me  to  render  two  good  empkiyee's  unemptoyed.  Counttess  hours 
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spent  inmy  agency,  timo  away  from  my  fam^,  for  what  7  To  aflow0»  amines  to  dip 
tntomypockaltf?  The  truth  of  ttie  matter  is  the  work  toad  was  Increatfno.  and  the  pay 
waa  decreasing.  IgueesldidnlhavetobeareckstaoienMtDfigureouitheoddeof 
my  surviving  this.  TTiwearemany  smaW  agencies  ttwoughoutWs  country  wtio  are  in 
the  same  teat  t  am.  The  agency  I  work  at  now  ts  feeing  ttte  strain  of  ttte  commission 
caps.  Hogan  Travel  tias  fRed  a  tawauit  against  the  airlines,  becauee  I  feei  so  sbongiy 
about  wfwttfiey  hove  done.  SimR  fravai  agency  txjainesses  tfvoughout 
Massa^waetts  are  helping  me  nrwnce  it    The  interrutionai  carriers  are  watching  lo 
see  wtm  happens  with  tfiis  hearing  as  weW  as  the  ComrrBssiorv  Cap  tnMKlton 
hearing,  tttattoolc  place  in  the  Minneapolis  federal  Court  lost  Frfdoy.  The  interrattionai 
airfines  are  already 'hintfng' that  they  to  are  looking  at  capping  cornmisaions  in  the 
future,  pending  the  reeutts  of  the  tethttearings.  Ifttwairfinesaraaiiowedtogetaway 
wUh  this  systematic  efiminattort  of  sTMdl  to  mid  size  ogertcies,  the  days  of  the  smotf 
tmsiness  travel  agencies  will  t)e  nwntMred.  Small  businesaes  like  mine  ere  ckMtfax) 
on  a  deiiy  basis,  if  travel  agency  owrters  wereni  concerned  about  retaliaifon  from  the 
alrHnes,  they  woiAJbe  here  speaiUiiu  ovU  about  the  devastating  effects  the 
commission  caps  are  having  on  0ieir  amaH  txninesses. 


Thank  You. 


MaryNogan 
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ASSOCIATION  OF  RETAIL  TRAVEL  AGENTS 

ARTA  Headqnartere,  845  Sir  Thomas  Court,  Suite  «3,  Barrisburg*  PA  17109 

(7I7)54$-9548     •     FAX  (717)545-9613     •     1-800-969-6069 


STATEMENT:  IMPACT  OF  COMMISSION  CAPS  ON  SMALL  BUSINESS 


Good  monung  and  thmk  you  for  snowing  me  the  opportunity  to  speak  to  you  today.  As 
President  of  ARTA,  the  Association  ofRetail  Trsvd  Agents,  I  represent  2500  small  to  mid-size 
professional  travel  sgancy  owners,  consukanta,  inrifip<indenl  contiactan  and  fwtiide  sales  ageott 
tfarou^iout  the  United  Smes.  The  recent  conmiission  cq)s  placed  upon  tisvd  agents  by  the 
major  ""Httt^s  has  created  a  substantial  imptrT  on  the  small  business  entrepreoeuTS  m  our  mdustiy. 

The  following  rqjresent  a  few  r^rfirnpin*  of  the  hardships  wincfa  have  already  resulted  in  serious 
reductions  of  staffing  and  closures  ataany  small  independent  travel  agfnriers. 

1)  Current  existing  contracts  between  many  tiavd  agents  and  their  corpoiate  accounts  could  not 
be  renegotiated  within  the  one  mnttth  extension  authorized  by  the  aiiiines,  because  there  was  not, 
in  many  cases,  a  clause  in  the  contract  which  allowed  them  to  do  so.  In  &ct,  travel  agencies  with 
govemmem  contracts  are  unable  to  renegotiate  the  contract  imtil  the  teims  of  the  contract  have 
expired  The  only  way  the  airlines  would  authorize  a  one  month  extension  was  if  the  travel  agents 
signed  an  affidavit  disclosing  the  percent  of  revenue  generated  by  its  corporate  business.  This 
provision  was  only  for  the  corporate  portion  of  the  agency  buaness.  The  leisure  business  was  to 
be  immediately  aSected  by  the  cq)B.  In  essence,  this  deprived  travel  agents,  on  an  individual 
basis,  all  lights  of  negotiation  with  each  aiiline. 

As  we  see  the  begimmg  of  the  e&cts  of  the  commission  caps,  we  are  seeing  agency  closures, 
agencies  bemg  sold  at  less  than  previous  market  value  and  small  agencies  merging  together,  with 
the  hope  of  ensuring  the  survival  of  their  businesses. 

2)  Many  agencies  are  having  increased  difficulty  meeting  the  productivity  requirement  of  their 
existing  CRS  contracts.  Thisis  the  resuhofthe  consumer  booking  directly  with  the  airlines, 
because  they  are  concerned  with  the  stability  of  the  travel  agency  conmumity.  Between  the 
airlines  and  the  media,  the  consumer  has  been  sent  the  message  that  all  agencies  will  need  to 
charge  fees  to  ensure  their  stability. 

3)  Travel  agents  do  not  batve  control  of  the  price  of  the  airiine  tickets  they  sell,  nor  the 
commission  level  paid  by  the  airlines.  When  the  level  of  commissions  was  reduced  abruptly,  it  did 
not  allow  agencies  time  to  readjust  their  expenses  to  reflect  the  loss  of  tins  income.  It  puts  the 
agem  in  legal  jeopardy  in  areas  such  as  property  and  equipment  leases,  taxtpioyce  compensation 
contracts,  independent  cotoractors  contracts,  yellow  page  telephone  adveniseniem  contracts  and 
other  long-term  advertising  and  promotional  agreements. 
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4)  It  hts  basically  coit  ig^wtftt  tbe  potantia]  of  fitture  growdL  All  fixed  esqxoMt  are,  in  most 
ra.!-.  unable  to  be  readjusted  an  wcfa  ahoR  aotioe.  Htnvever.  variable  eq>ensea  such  as 
f«4vyfri«iti«>  are  one  of  the  areas  being  f^'"""*"^  by  many  tgrnnm  to  V4iiiijiwitate  for  dieir 

iiTirfi^iMtw  joff  n^mgniP^-    TT'*"'*»»«'«»"ly_  tfn»  may  n1lim«l«ly  rpmilt  in  \n*t  nrf  fjitiirr;  t»i»m*«« 

5)  We  have  been  advised  by  our  members  that  maqy  have,  or  will  in  tbe  near  fijture,  reduce  stxC 
I  am  sure  you  are  aware  that  tiie  tnvd  agency  uiiiiiiirimty  is  preriiimiiuiiitly  umonuy  owned  and 
BtafiBd,niaiQr  of  «4iom  are  single-parent  women.  This  will  cxeate  sehout  faaidafa^s  for  both  the 
fitmiiii-M  involved  and  the  communities  in  winch  tlwy  live. 

Tfae  commisston  d^  have  a  broader  intact  than  just  on  tjxvd  agencies.  Tbey  also  aSsct  other 
small  businesses  in  die  community,  as  tie  loaa  of  agencies  and  jobs  win  result  in  reduced  qiemfii^ 
within  that  community,  as  weO  as  a  reduction  in  tfae  tix  base. 

We  ask  you  to  consder,  on  behalfoftfae  agency  community,  tfae  need  for  time  and  monQr  to 
rtinnfiii  their  businesses.  Fleaae  consdcr  low-intereat  amaD  t^i'if*'  loans  t^"*  are  iwrnpln  miJ 
&sttOBecure   Thank  you  for  your  time  and  I  would  be  hiqipy  to  answer  your  questions  and  to 
participate  in  fiiture  dialogue. 

Sincerely, 


Lauraday  Kelley,  CTC.  MCC 
Prfttidwit 


69 


TESTIMONY 
of 

DIANE  PANEGASSER,  CTC 

President/Owner 

Travel  Trends,  Ltd^  Lenexa,  Kansas 


Before  the  U.  S.  House  of  Representatives 

Small  Business  Committee  Hearing 

on  the 

Reduction  of  Commission  for  Travel  Agents 


July  12, 1995 


\A^^9  w.  9»th  STr»«t.  fnmxa.  Kor»»oi  •*ai«    t»i*>  aaf-»»7i 
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My  name  is  Diane  Panegasser.  I  am  a  Certified  Travel  Conauhant,  as  well  as  die 
President  and  owner  of  Travel  Trends,  Ltd.,  a  small  retail  travel  agency  in  Lenexa,  Kansas,  a 
Soudiwest  suburb  of  Kansas  City.  My  agency  was  established  in  1984  widi  two  employees.  I 
have  been  a  member  of  the  American  Society  of  Travel  Agents  for  1 0  years. 

As  a  small,  indq)endent  retail  travel  agency,  we  have  approximately  four  million  dollars 
worth  of  travel  booking  sales,  inchiding  airline  tickets,  tour  packages,  hotels,  cars,  cruises, 
business  meetings,  groups  and  specialty  grox^  incentive  travel.  Travel  Trends  is  a  iull  service 
agency.  I  currently  employ  five  fiill-time  agents,  two  part-time  agents,  and  two  part-time 
bookkeepers.  I  have  one  contracted  outside  sales  agent  as  well.  All  ofmy  employees  are 
women,  including  the  outside  sales  representative.  It  shotild  be  stated  again  diat  60%  of  all  retail 
travel  agencies  are  owned  by  women. 

My  commission  revenue  on  airline  ticket  sales  in  1994  was  $228,000.  The  cost  for  my 
agency  to  sell  those  airline  tickets  was  S222,000,  which  rqvesents  a  net  afta  tax  profit  of 
$6,000.  This  represents  a  profit  margin  of  2.6%. 

My  agency  has  been  involved  in  active  cost-cutting  measures  for  well  over  ttiree  years  in 
order  to  continue  to  operate  a  profitable  business. 

With  the  advent  of  commission  caps  on  roundtrip  airline  tickets  over  $500  and  one-way 
airline  tickets  of  $250,  introduced  by  Delta  Airlines  and  quickly  followed  by  other  airlines,  I 
decided  to  compile  a  complete  review  ofmy  airline  ticket  sales  over  $500.  I  was  deeply 
concerned  and  distressed  to  learn  that  had  the  commission  caps  been  in  effect  in  1994,  my  afte^ 
tax  profit  on  airhne  ticket  sales  would  have  decUned  by  $14,000,  resulting  in  a  net  loss  of  $8,000. 
Given  the  nature  of  the  risk  and  the  magnitude  of  my  mvestment  in  my  business  over  the  last 
eleven  years,  a  net  loss  of  $8,000  is  tmacceptable. 

If  the  commission  caps  stay  in  effect,  in  order  to  maintain  the  same  profit  margin  of 
$6,000  that  I  had  in  1994  on  airline  ticket  sales,  I  will  have  to  cut  my  costs  by  $20,000.  Given 
that  Travel  Trends  has  been  actively  involved  in  cutting  costs  over  the  last  ihrtc  years,  our  only 
alternative  for  any  further  cost  reductions  is  to  reduce  our  stafTby  one  or  possibly  two  employees. 

I  can  only  speak  for  ray  agency  at  this  time;  however,  it  is  my  opinion  that  jobs  will  be 
lost  and  small  business  as  a  whole  will  suffer  a  devastating  setback.  StafT  reductions  may  also 
cause  service  levels  to  deteriorate  for  ±e  traveling  public,  my  customers.  Staff  reductions  and 
the  loss  of  employees  may  well  affect  my  ability  to  continue  to  stay  in  business  over  the  long 
haul. 

Although  the  airlines  recommend  that  travel  agencies  charge  service  fees  to  compensate 
for  lost  revenue  due  to  the  conmussion  caps,  ihey  will  be  the  first  to  tell  you  that  their 
reservations  agents,  coimter  ticketing  agents  and  city  ticket  offices  will  not  charge  any  fees.  The 
result  of  this  will  be  the  mass  movement  of  constuners  from  retail  travel  agencies  to  the  airlines 
direct,  which  is  in  my  opinion  quite  by  design.  It  seems  un&ir  to  me  that  it  will  be  the  airlines 
that  benefit  firom  this  commission  cap  one  way  or  the  other. 
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For  travel  agencies  «^o  elect  not  to  charge  service  fees,  their  profitability  will  be 
seriously  jeopardized.  For  agencies  electing  to  charge  service  fees,  they  will  lose  their  customers 
to  the  airlines.  Either  way,  small  retail  travel  agencies  lose. 

Also,  it  seems  unfair  to  me  that  the  airlines  would  cap  commissions  on  the  upside  of  an 
airline  ticket  to  minimize  agency  profit  margins,  but  not  c^  commissions  on  the  low  side  of  an 
airline  ticket  to  minimize  travel  agency  losses.  For  an  example,  the  airlines  have  elected  to 
reduce  the  traditional  commission  of  $100  on  an  airline  ticket  of  SI, 000  to  SSO;  thus  reducing  &e 
profit  margin  on  that  sale  by  50%.  However,  they  will  still  only  pay  a  commission  of  $10  on  a 
$100  airline  ticket  which  costs  my  agency  approximately  $25  to  run.  Ironically,  a  significant 
portion  of  my  $25  cost  lies  in  paying  for  my  computerized  airline  reservations  system  vviiich  is 
owned  by  American  Airlines. 

In  summary,  the  implementation  of  commission  caps  places  a  tremendous  burden  on 
retail  travel  agencies  because  it  eliminates  opportunities  for  high  margin  sales,  yet  does  nothing 
to  protect  travel  agencies  against  dieir  losses  in  issuing  low  margin  tickets. 

My  agency  provides  the  same  unbiased,  excellent  service  to  the  traveling  public  whether 
the  airline  ticket  costs  $100  or  $1,000.  Consumers  who  are  forced  to  go  direct  to  the  airlines  will 
not  benefit  fiom  a  travel  agenf  s  professional  expertise,  knowledge  and  the  ability  to  obtain 
unbiased  information. 

Unfortunately,  my  future  customers  will  expaicacc  reduced  levels  of  service  due  to  the 
cost-cutting  measures  I  must  implement.  With  commission  caps  in  place  and  their  serious 
impact  on  the  unbiased  travel  distribution  system— My  Customers  lose,  My  Entployees  lose,  and 
I  lose.  It  seems  as  though  the  only  winners  these  days  are  the  airlines. 

Thank  you,  Madame  Chair,  for  the  opportunity  to  testify  today.  I  would  be  delighted  to 
answer  any  questions  fixnn  you  or  the  committee. 
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AIR  LINE  PILOTS  ASSOCIATION 

1B25  MASSACHUSETTS  AVENUE.  N.W.   C  WASHINGTON,  DC.  20036  ::  [703]  BB9-2270 


July  19,  1995 


Honorable  Jan  Meyers,  Chairman 
Committee  on  Small  Business 
U.S.  House  of  Representatives 
Washington,  D.C.  20515 

Dear  Madam  Chairwoman: 

On  behalf  of  the  Air  Line  Pilots  Association,  representing  43,000  commercial  pilots  at  35  air 
carriers,  I  wish  to  express  our  strong  support  for  the  initiative  taken  by  the  airline  industry  to 
reduce  its  costs  by  reducing  travel  agent  commissions.  I  respectfully  request  that  this  letter  be 
made  part  of  the  record  for  the  committee's  hearing  held  on  this  subject  on  July  11. 

We  at  ALPA  have  long  recognized  that  travel  agency  commissions  are  the  fastest  growing 
expense  facing  our  airlines  and  just  as  other  costs  must  be  brought  under  control,  these  too  must 
be  reined  in,  if  this  industry  is  to  survive.  This  is  particularly  important  in  hght  of  the  billions  of 
dollars  in  concessions  given  by  airline  employees  in  recent  years  and  the  industry's  approximately 
$13  bilUon  five-year  loss  through  1994. 

In  1978,  before  deregulation  so  greatly  increased  competition,  travel  agent  commissions  totaled 
$833  million,  which  represented  4.2%  of  operating  costs.  By  1993,  total  commissions  paid  had 
skyrocketed  to  $7.5  billion,  which  represented  an  astonishing  1 1.3%  of  operating  costs.  By 
comparison,  average  labor  costs  in  the  airline  industry  account  for  about  30  percent  of  total 
operating  costs.  With  pilot  costs  at  about  30  percent  of  the  total  labor  costs,  you  will  see  that  an 
airline  is  paying  more  to  the  travel  agent,  who  has  spent  perhaps  ten  minutes  on  the  phone  with  a 
passenger,  than  to  the  pilot  who  flies  the  airplane  the  entire  trip. 

Previously,  when  an  airline  has  said  it  would  no  longer  pay  the  high  commissions  and  proposed 
reducing  fees,  the  travel  agencies  joined  together  to  say  they  would  steer  their  customers  away 
from  that  airline.  Although  they  ran  afoul  of  the  anti-trust  laws,  the  threat  had  been  made  and  the 
carrier  was  forced  to  back-off  its  proposal.  With  the  recent  action  to  reduce  commissions  taken 
first  by  Delta  Airlines,  and  then  the  other  major  U.S.  carriers,  we  all  heard  the  devastating  results 
predicted  by  the  travel  agency  industry.  Dire  predictions  were  made  which  forecast  that  5,000  to 
10,000  agencies  would  go  under  and  20%  of  all  travel  agents  would  lose  their  jobs.  Nothing 
could  be  further  from  the  truth.  The  July  7,  1995  issue  of  The  Wall  Street  Journal  reports  record 
sales  for  travel  agents-$5.12  billion  in  May  alone,  up  1 1%  from  the  same  month  a  year  earlier. 
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Given  the  billions  of  dollars  the  employees  have  given  back,  and  the  billions  of  dollars  of 
purchases  of  new  aircraft  that  have  either  been  delayed  or  canceled  by  the  airlines  in  recent  years, 
a  cap  on  commissions  is  a  small  price  for  this  segment  of  the  industry  to  pay  in  order  to  keep  it 
going;  particularly  since  it  has  never  been  asked  to  contribute  before.  We  at  ALPA  applaud  the 
actions  of  our  carriers. 

Thank  you  for  your  consideration. 


Sincerely, 


J.  Randolph  Babbitt,  President 


JRB/bmk 


74 

i 

June  26,  1995 


The  Honorable  Jan  Meyers,  Chairman 
House  Small  Business  Committee,  Room  2361 
Raybum  House  Office  Bldg. 
Washington,  DC.  20515 

Dear  Representative  Meyers, 

I  wanted  to  thank  you  for  taking  the  time  to  explore  the  serious  impact  of  the  airline 
commission  cap  on  the  travel  agency  industry.  Besides  expressing  my  appreciation,  I  am 
also  writing  to  you  requesting  that  my  letter  be  submitted  as  part  of  the  record  at  the  July 
12th  hearing. 

Representative  Meyers,  as  you  may  know,  82%  of  today's  agencies  employ  fewer  than  10 
(ten)  people  and  have  total  gross  sales  of  less  than  two  million  dollars.  However  the 
impact  is  two  fold;  most  travel  agencies  are  not  only  small  businesses,  but  are  primarily 
women-owned  and  women-staffed. 

1  began  Corporate  Travel  Service  in  1984.  My  business  fells  into  the  woman-owned 
cat^ory  and  is  considered  a  medium  size  agency  with  gross  sales  of  7.5  miUion  dollars.  I 
employ  Meen  people,  down  from  eighteen  employed  in  February. 

Corporate  Travel  Service  is  the  profile  of  the  agency  most  affected  by  the  cap;  corporate 
oriented,  dealing  specifically  with  businesses.  The  majority  of  our  income  is  derived  solely 
from  airhne  tickets. 

Airline  ticket  prices  have  fellen  dramatically  the  last  couple  of  years.  Prior  to  the  cap,  we 
were  striving  to  change  our  business  mix,  earnestly  working  towards  finding  high-end 
businesses  that  require  full  fere  tickets  to  offset  the  $79.00  and  other  types  of  fere  war 
tickets. 

Normally  it  requires  a  minimum  of  a  $300.00  ticket  or  approximately  $30.00  in 
commission  to  break  even  on  issuing  a  ticket  to  cover  the  overhead  cost.  So  each  time  a 
ticket  under  $300.00  is  issued  it  is  a  loss  of  revenue.  The  higher  end  tickets  fix)m  accounts 
that  prefer  first  dass  or  fiill  fere  tickets  have  hdped  balance  the  deficient. 
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The  airlines  have  recommended  that  travel  agencies  charge  fees  on  ticket  transactions  to 
generate  more  income.  However,  tickets  that  are  purchased  directly  from  the  airlines 
would  not  be  charged  any  fees.  What  do  you  think  their  recommendation  is  worth? 

I  have  been  in  crisis  management  since  F^mary  9th.  Costs  have  been  cut  as  much  as 
possible,  employee's  have  been  laid  off^  with  more  layoffs  to  come.  We  are  working  on  a 
plan  to  change  the  mix  of  business  (again)  from  primarily  corporate  to  include  leisure 
travel  and  cruises.  But,  just  as  before,  it  will  take  time  and  money  to  accomplish  the  turn 
around. 

In  the  meantime,  the  airUnes  profess  their  rights  on  revoking  the  10%  commission  that  has 
been  the  standard  of  our  industry.  The  travel  agency  industry  was  created  specifically  to 
distribute  their  product,  airline  tickets. 

Travel  agencies  have  consistently  performed  their  responsibilities  providing  the  airlines 
with  85%  of  their  revenues.  Travel  agencies  are  not  responsible  ft)r  the  losses  incurred  by 
the  airlines  from  poor  management.  The  mega  airlines  should  not  be  allowed  to  take  away 
our  income  on  a  moments  notice  without  due  process. 

Representative  Meyers,  it  is  impossible  for  our  collective  small  businesses  to  deal  as  equals 
with  the  powerful  airline  giants.  Through  your  investigative  efforts,  there  may  be  an 
opportunity  to  realize  the  full  impact  of  the  airline  commission  cap  on  the  travel  agency 
community. 

I  am  available  for  any  other  information  that  may  be  required.  Please  feel  free  to 
telephone  me  at  (206)  447-8668.  I  would  also  be  available  to  come  to  Washington  D.C.  if 
needed.  Again,  thank  you  for  your  efforts. 

Best  Regards, 

lone  McCarthy 
Presidem 
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Air  Transport  Association 


E<}ward  A.  Meriis 

Senior  Vice  President  July  7,  1995 

Federal  Affairs  and  Airports 

Ms.  Jenifer  Loon,  Chief  of  Staff 
Ilouac  Small  Business  Committee 
2361  Raybum  House  OfBce  Building 
Washington.  D.  C.  20515 

Dear  Ms.  Loom 

ATA  appreciates  the  Chair's  iAYItatinn  to  eppKii  bcffira  iLc  Commitlee  next 
Wcducsday  fl^nirig  the  Committee's  consideration  of  travel  agent  conunissions. 
Unfortunately,  we  must  decline  your  invitation  for  the  following  reasons. 

ATA  does  not  discuss  or  comment  i^on  travel  agent  commissions 
(level,  structure  or  ^jplicability)  because: 

(a)  it  is  a  highly  competitive  issue  that  our  members  have  repeatedly  stated  is 
exclusively  for  individual  air  carrier  determination;  and 

(b)  our  discussion  of  commission-related,  issues  could  be  iAWrprefrd  as  indicating  an 
effort  to  Toordtnntif  among  our  uxaubers  commission  policies,  which  would  raise  grave 
antitrust  concerns. 

Furthermore,  there  are  pending  antitrust  lawsuits  involving  travel  agent  commissions, 
>^ch  we  must  re&ain  &om  commenting  upon  because: 

(a)  we  are  not  a  party  to  them  and  therefore  are  not  privy  to  the  details  (and 
nuances)  of  them;  and 

(b)  anything  we  say  could  inadvertently  harm  our  members'  efforts  to  defend 
themselves. 

We  have  informed  the  Washington  offices  of  the  member  carriers  of  lie  scheduled 
hearing.   If  there  is  any  further  information  which  we  can  provide,  consistent  with  the 
limitations  indicated  above,  please  let  me  know. 

Sincerely, 


(%MM. 
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Tirovvl  Management  Solutions^  Ltd. 

20  Broad  Street,  2nd  Floor 

Nashiia,  NH  03060 

603-883-6070     1-800-475-1034 

Fax:603-883-1207 


The  Honorable  Jan  Meyen 
Chairwoman,  House  Small  Business  Committee 
2361  Rayburn  House  Office  BIdg. 
Washington,  D.C.  2051S 

Dear  Representative  Meyen, 

I  am  writing  this  letter  to  graciously  "thank  you"  for  holding  hearings  on  the  effects  of  the 
commission  caps  on  small  travel  agencies  across  our  Great  Nation.  I  applaud  you  for  your 
efforts  in  listening  to  our  valid  concerns  and  quite  frankly,  fears  of  what  will  become  of  the 
small  travel  agency  future  if  nothing  is  done.  I  also  am  asking  to  have  my  letter  submitted 
as  part  of  the  hearing  record. 

What  I  am  about  to  express  is  most  likely  similar  to  most  agencies  in  the  USA.  My  agency 
is  owned  by  two  women,  one  of  them  being  myself.  We  have  both  worked  in  the  agency 
industry  for  over  fifteen  years  each  and  are  dedicated  to  serving  the  public  to  the  best  of 
our  abilities. 

We  opened  our  own  travel  agency  in  January  of  1991  when  only  the  two  of  us  were 
employed  here.  Since  then,  up  uatil  February  1995,  wc  had  8  employees  (including 
ourselves)  employed.  Our  agency  is  dedicated  to  corporate  travel.  The  low  cost  tickets  that 
the  airlines  said  they  could  no  longer  subsidize  are  very  minimal  here.  We  are  the  "big 
buck"  ticket  office.  Most  business  travelers  don't  make  reservations  21  days  in  advance 
and  sUy  over  a  Saturday  night  for  the  supersaver  fares  that  John  Q.  Public  and  his  family 
gets  to  take  advantage  of.  The  clients  we  work  with  are  the  same  travelers  that  subsidize 
the  airlines  themselves!  They  are  not  the  low  cost  ticket  holders.  The  amount  of  tickets  we 
sell  at  over  S500.00  is  more  than  20%  of  our  overall  business.  That  translates  into 
approximately  S120,000.00  in  lost  revenues  since  the  caps 

In  February,  when  the  commission  caps  hit,  we  were  forced  to  lay-off  two  of  our  employees. 
That  was  not  easy.  We  had  to  let  them  both  go  not  because  they  were  not  excellent  at  their 
jobs  but  we  could  not  realign  our  business  plan  and  marketing  strategies  over  night  to 
accommodate  the  "sneak  attack"  by  the  airlines.  Quite  honestly,  I  know  many  business 
owners  and  no  matter  how  good  you  are,  no  one  can  make  these  drastic  changes  over  night. 

Anyway,  we  are  still  holding  at  six  employees,  all  women  I  might  add  and  are  still 
questionable  as  to  how  long  that  will  last.  We  are  in  slow  season  now  and  there  are  not  too 
many  nights  I  get  sleep  since  I  worry  about  who  will  be  the  next  to  go!  (wc  both  know  it 
couldn't  be  me  since  I  would  not  be  eligible  to  collect  unemployment!) 
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We  hive  tiken  measures  to  try  and  avoid  another  lay-off  but  it  has  put  great  and 
unnecessary  stress  on  each  and  every  employee  here. 

1)  The  health  care  issue  has  now  been  closed.  We  were  ready  to  work  with  a  health  care 
provider  but  that  came  to  a  halt.  If  the  government  enforces  that  issue,  then  again,  lay  offs. 


2)  Forced  time  with  no  pay  during  the  slower  months.  Each  employee  must  take  at  least  S 
working  days  without  pay  this  summer.  If  that  does  not  work  then  more  will  be  demanded 
as  well  as.  In  December,  the  same  rule  applies. 

3)  All  contributions  and  charities  in  our  area  have  been  stopped.  We  can  no  longer  afford 
to  donate  any  type  of  fund  or  prize  to  any  function. 

4)  We  have  pay  freezes.  Two  of  my  employees  were  up  for  raises  in  February  and  May 
and  they  will  not  see  them  now.  Neither  will  the  two  that  are  due  in  September. 

5)  Hiring  Freeze. 

6)  We  are  considering  the  lowering  401K  match  that  the  company  offers. 

7)  We  are  considering  a  smaller  ofTice  space. 

8)  Our  advertising  and  marketing  budget  has  been  reduced  significantly  for  only  the"  must 
do's". 

9)  We  have  made  pay  cuts. 

10)  We  are  training  our  sales  women  to  also  be  reservation ists  for  less  pay. 

11)  Onr  sales  team  has  been  working  harder  to  bring  more  volume  on  to  try  and  make  up 
the  difference  in  commission  loss  but  now  the  operations  department  is  overworked  and  we 
can't  afford  to  hire  anyone  else  to  help  them. 

12)  We  have  extended  our  hours  from  8:30am  to  7;00pm  in  busy  season  to  maybe,  with  any 
luck,  pick  up  additional  business  when  others  may  be  closed.  That's  a  long  day  for 
everyone  here,  Monday  through  Friday. 

13)  Purcbaiing  supplies  are  done  only  if  absolutely  necessary. 

14)  We  need  new  computers  and  equipment  to  compete  with  the  top  of  our  field  but  that  is 
impossible  at  this  time  since  our  funds  are  cut 
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Quite  honntly,  I  could  go  on  forever  about  the  changes  that  the  caps  have  made  but  no 
change  has  effected  me  so  deeply  as  the  status  of  my  employees. 

I  have  (had)  the  greatest  employees.  They  work  hard  everyday  to  serve  the  public  which 
we  all  know  can  be  the  most  difficult  task  of  all.  They  do  it  with  a  smile  on  their  faces  and 
treat  everyone  they  come  in  contact  with  as  they  would  want  to  be  treated.  We  are 
profeuionals. 

Even  through  all  of  this  cap  business,  their  moral  has  not  dropped.  They  work  harder 
everyday,  in  actuality,  for  less  pay.  We  try  to  do  everything  we  can  for  them  to  keep  them 
worry  free  but  bow  long  will  this  last?  My  employees  arc  my  children.  I  feel  a 
responsibility  to  take  care  of  them.  To  guide  them,  train  them,  help  them,  protect  them, 
care  for  them,  and  to  pay  them! 

I  also  have  a  feeling  of  responsibility  to  my  clients.  My  company  provides  the  best  possible 
itineraries  at  the  best  possible  prices.  Finding  the  lowest  airfares  takes  time  that  the 
airlines  do  not  pay  us  for.  You  see,  we  only  make  commission  once  we've  sold  the  ticket 
What  about  the  hours  we  spend  searching  for  the  lowest  airfare  for  no  pay?  Who  pays  my 
agents  for  the  time  they  spend  for  research?  Not  the  airlines.  I  do!  What  about  those 
shoppers  that  call  and  absorb  all  of  your  knowledge  and  then  book  there  tickets  with  the 
airline?  No  one  pays  us  for  that! 

If  we  introduce  service  charges  to  the  public,  what  is  to  stop  them  from  calling  the  airline 
direct  for  their  tickets?  Do  the  airlines  charge  a  service  charge?  And  if  they  are  truly  in 
financial  ruin,  why  is  it  that  many  airlines  have  been  opening  additional  city  ticket  offices 
and  reservation  centers  around  the  country?  Don't'  they  have  to  pay  for  the  "overhead" 
costs  as  we  do?  Don't  they  realize  that  in  the  long  run  it  will  cost  them  more  money  to  do 
so?  Paying  an  agent  commission  for  selling  a  ticket  is  far  less  expensive  then  hiring  new 
employees  and  assuming  all  liabilities  that  go  along  with  employment.  Right  now,  the 
agent  community  is  the  cheapest  way  of  selling  airline  tickets  to  the  public  since  we  pay  for 
all  liabilities.  Not  only  is  it  the  most  cost  effective  way  to  sell  tickets  but  the  public  also  wins 
here.  We  are  totally  unbiased  in  the  sale  of  tickets  to  John  Q.  Public.  Quite  honestly,  we 
don't  care  what  airline  we  sell.  Our  job  is  to  find  the  least  expensive  ticket  for  each  and 
every  customer  we  work  for.  By  eliminating  travel  agents,  the  public  access  to  reasonable 
information  will  be  inhibited.  We  all  know  that  Airline  A  certainly  won't  tell  you  to  call 
Airline  B  for  a  lower  fare.  Is  that  fare  to  the  public?  And  why  should  the  travel  agents  and 
the  traveling  public  pay  for  their  executive  malpractice?  We've  done  nothing  wrong  except 
balance  our  books  and  operate  and  maintain  profitable  companies! 

I  have  two  incidents  I  would  like  to  bring  to  the  table.  One  being  that  we  had  advised  a 
client  of  a  special  fare  for  the  Boston  to  Washington  Market.  They  could  not  commit  to  the 
itinerary  until  later  that  night  when  we  were  closed.  The  fare  had  to  be  ticketed  by 
midnight  that  night.  My  client  called  said  airline  and  once  the  airline  reservations  agent 
was  done  with  their  booking  they  said,  "Now,  wasn't  that  easier  than  using  your  travel 
agents?"  My  client  was  insulted.  She  explained  if  it  weren't  for  her  travel  agent,  she  would 
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have  never  known  about  this  fare  and  if  her  agent  was  open  at  IliOOpm,  she  would  have 
certainly  called  us  instead.  Secondly,  I  made  a  reservation  for  ■  client  of  mine  on  said 
airline  and  that  same  day,  and  agent  for  said  airline  called  my  client  directly,  at  his  office, 
to  ask  if  they  could  do  this  particular  ticket  by  mail!  They  manipulated  the  contact  phone 
field  in  MY  record  to  call  this  person.  He  was  very  upset  that  the  airline  had  called  and 
requested  that  all  records  have  no  phone  contact  numbers  in  them  from  now  on.  1  advised 
the  said  airline's  sale  office  of  this  practice  and  still  have  not  heard  back  from  them  yet. 
(two  months  later)  I  feel  that  this  is  unfair  business  practice  and  since  the  City  Ticket 
Office  was  in  Boston,  they  probably  violated  some  type  of  interstate  laws  since  the  call 
came  into  New  Hampshire! 

The  last  point  I  would  like  to  make  is  that  the  timing  of  the  caps  was  suspicious  not  only  to 
me  but  to  my  clients.  I  took  the  time  to  go  and  speak  with  all  of  my  accounts  regarding  the 
commission  caps  and  how  it  would  effect  them  as  well  as  ourselves.  The  most  asked 
questions  were  "What  are  these  airscripts  for  if  your  commission  is  cut  and  my  airfares 
keep  rising?  Why  is  it  that  we  have  to  pay  for  their  fines?  Weren't  they  found  guilty  of 
collusive  activity?"  How  do  I  answer  that? 

Do  you  think  if  I  would  be  able  to  increase  my  prices  to  the  public  and  cut  the  pay  to  my 
agents  to  pay  for  fines  that  clearly  represent  wrong  doing  on  my  part  so  that  I  could  in  the 
end  make  more  money  at  the  cost  of  the  public? 

Clearty,  the  agent  community  is  in  the  travel  industry  for  many  reasons  but  one  of  them  is 
understanding  that  we're  not  here  to  be  millionaires  it  is  here  for  servicing  the  public  with 
expertise  and  courtesy.  We  are  often  overworked  and  underpaid  however,  we  are  here  to 
itay. 

I  only  ask  that  your  congressional  hearings  brings  light  to  the  subject  and  realizes  the 
devastation  that  will  occur  not  only  to  the  travel  agents  in  the  USA  but  the  traveling  public 
which  truly  depends  on  our  help. 

Thank  you  for  your  time  and  consideration.  Again,  I  applaud  your  efforts. 
Sincerely,/ 


RobinLcc  M.  Osgm 
President 
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Carriage  Travel,  Inc. 


11  July  1995 


The  Honorable  Dick  Chrysler 
United  States  Representative 
Cannon  Office  Building 
Washington,  D.C.  20515 

Fax  no.  202  225  3034 
Attn;  Rob 

Dear  Representative  Chrysler, 

I  would  like  to  present  several  points  on  the  airline  commission  cap  issue  for  your 
consideration  before  you  make  your  statement  before  the  Small  Bus'mess  Committee 
Hearing  on  12  July  1995. 

-  The  airlines  have  total  control  over  the  airline  ticket  sale  segment  of  our  industry.  They 
set  the  price  to  be  charged,  they  regulate  the  commission  they  will  pay.  they  control  the 
collection  system  through  the  Airlines  Reporting  Corportion  and  they  control  the 
computer  reservation  system. 

-The  airlines  created  the  commission  monster  they  now  seek  to  destroy.  The  playing  field 
is  not  level.  Canadian  travel  agents  continue  to  earn  a  fiill  9%  (this  has  been  then*  level  for 
years).  Large  commission  overrides  are  paid  to  mega-agmcies.  The  airline  operated 
SATO  agencies  continue  to  receive  compensation  at  previous  levels. 

-The  airline  companies'  claim  that  the  statistics  show  that  the  amount  of  conunission 
they  pay  has  risen  disproportionately  to  other  costs  is  a  misleading  statement.  First,  the 
number  of  tickets  issued  by  travel  agents  has  risen  fi-om  around  60%  to  85-90%  in  the  last 
five  years.  Second,  in  the  last  few  years  the  airlines  have  started  giving  very  large 
commission  overrides  to  large  corporate  Qustomers  and  large  volume  agmcies.  These 
commission  overrides  are  oflcti  up  to  30%  over  standard  conunission  levels.  These 
commission  levels  have  resulted  in  a  misrepresentation  of  the  facts. 

-Since  the  commission  cap  has  been  imposed,  the  airlines  have  renegotiated  deals  with 
their  large  volume  agencies  and  clients  and  consequently  they  are  not  affected  to  the 
extent  that  the  small  agency  is. 

-The  majority  of  the  agencies  are  this  country  are  small  businesses  and  of  this  majority, 
most  are  women  owned  businesses.  The  profit  mai^  in  this  very  labor  mtensive  business 
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is  very  slim.  1%  or  less.  The  pay  is  low  and  the  travd  benefits  (soft  dollars)  that  used 
to  draw  people  into  the  business  are  now  very  hmited.    This  abrupt,  "locki-st^"  action  by 
the  airlines  throws  even  the  best  financial  planning  models  out  the  window. 

•Airline  sales  make  up  about  65%  of  the  total  sales  volume  for  my  agency.  Tickets 
affected  by  the  cap  are  about  6%  of  the  total.  To  put  it  in  real  terms,  the  amount  of 
money  I  v^ll  lose  due  to  the  caps  is  the  amount  that  I  need  to  pay  my  business  insurance, 
or  the  office  utility  bill  or  the  social  security  tax  for  my  employees.  This  money  will, 
obviously  have  to  be  made  up  somewhere  •  I  will  probably  not  hire  the  extra  partdme 
employee  that  we  need. 

-The  airhnes  on  the  otherhand  are  reporting  record  profits.  I  found  the  attached 
newsletter  quite  interesting  in  light  of  the  fact  that  the  first  quarter  in  which  they  made  all 
the  profits  is  the  same  quarter  in  which  they  cut  the  commissions.  We,  the  small 
businesses,  the  travel  field  are  not  realizing  the  sanne  windfall. 

-The  airlines  have  encouraged  the  growth  of  the  the  travd  agency  system  over  the  past 
several  decades  because  they  found  that  privately  owned  agencies  could  issue  tickets  much 
more  cost  effectively  than  they  could.  They  closed  aiiiine  owned  city  ticket  ofBces  and 
courted  agencies  to  do  the  ticketing,  exchanges,  refunds,  reissues,  etc.  that  they  did  not 
Want  to  handle  with  their  higher  salaried  employees.  A  very  effective  system  of  small 
businesses  has  been  created  across  the  country  in  every  small  town  over  the  years.  While 
most  of  us  sell  other  travel  in  addition  to  airline  tickets,  the  airlines  provide  the  majority  of 
our  business.  We  are  adjusting,  but  not  without  loss  of  some  employent  base. 

Thank  you  for  your  consideration  of  these  points. 

Sincerely, 

^Beverly  OTciaiia,  CTC 
President 
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NEWSLINE        ® 


NORTHWEST 

AIRLINES 


JUNI/iUlT     t*»B 


Troval  Amncy  R*achM  Out  lb  OkkAoma      '"  :Ki<iiii.>ii.  r,„  h,.s„Kss  ...ui  ii-ismv  irawier^  alike  eadi 

aty  Bombing  Vicllmt'  Famlll«B.  in  li.e  w«kc         »«"Khi1|>  tk)me«K-  (oi.niilioi.  made  in  |)etu)il.  Memphis  or 
a  tl'  Oklahon.n  G.y  iK^nhlnR  .r.RC<ly.  .nK-  n,c.nlx.T  .^  .Ik-  Ml.mo«,xJis/M.  IMul  will  ,..„n  .he  p;>,^nR.T  l.WUWoridmto 

Oklahonia  .ravel  roinimmlly.  Tlx:  H^vil  of  (Jklahoni;.  City,  Is  lyHUI,*^  LnUgi 

respoixliiiK  l>y  iv;icliing  oui  to  .Iil-  hiinillcs  i)(  Che  vidlins.    JL^-  «i  u  *•  t         m  .•« 

Working  ih.o..gi.  tiic  Saivaifon  Ani.y,  Ti-t  ivav^i  tioiwied  rne.-<3K  •••rlliw»«l  Airline*  Cerporation  Report* 

.Ickcis  eamcl  on  Noril.wcs.  Ai.l.nes  lo  .he  r.n.llle.  of  .he     f     Mwl-OlMWter  ■"rnings.  hn  U.e  seven.!.  cxw*a..ive 
UmihinH  vicilnis  for  iravcl  lo  and  fro.n  C)kl;ih(>ma  Qiy  The 
Maff  of  r.£n-.ivel  worked  Z'i  hours  a  vlay  ihnniRh  Ihi;  flrsi 
weekend  ol  ihr  li,i>%-dy  .o  iKlp  .he  vleliins  f;iimlles  wlili  ilK-ir 


inivil  iH-e(k  "We  w.inled  lo  help  MiniHuny  some  wiiy,   s:ikl 
IKhliie  SielTcn,  niananei/vice  prcnidcnl  ol  TI.C.  Tiavel. 
Sleffen  eMiinaied  thai  ^^C  Hide<l  10  lo  IS  In.iiilles  ilmxiKli  ils 
elTi>r..«.  "The  enilre  experie.ice  was  ((ulle  emotional  lor  iik 
■Scwei-sil  of  our  own  cujtonK:rs  wen.'  aflecied  hy  the  U)i..liii.)i 
We  wanted  lo  lie  pari  of  the  heallof;  process " 

CennectPlraf"  Expands  To  Cemmwier 
Marli»ls  Sarvsd  By  Airiinli  tartaivr. 

I'or  travel  ihrouKh  August  31,  Norlhttvn  Aidlnes  will  expand 
il.s  CoiiiieclHrs.  pn>xram  Into  many  tllles  served  ihirnigh 
Memjihls  hy  its  regional  airline  par.iier  l"j>pn.-s.s  Airlines  I. 

■•aisengeis  connctting  cm  Expiess  Airlines  I  through  Memphis 
also  will  receive  Connct  tFlrst  henefiLs  o.)  the  jet  portion  of 
...any  conneciing  flights   Addl.lonally,  they  will  receive  SfiSJ 
WoridPerk^  bonus  miles  f(;i  each  Expicss  Airlines  1  segment 
Connec.hrii  will  Ix!  iniixxliKcd  on  sclea  rouies  in  the  folkjwing 
cities:  Alexandria,  l.afayclle,  Moni-oe,  and  .Shreveporl,  LA; 
Clw.tanooga  and  Jackson,  TN;  Columhtis,  OA;  Colun.hus, 
Giecnvjlle,  Gulfpori,  J.ickson,  Lauiel/IIa.lle.sbuig,  Meridian, 
and 'lli|>eJo.  MS.  Dothan,  Hunlsville,  Mol)ilc,  Montgomery,  and 
Muscle  ,Sho;iLs,  AL;  Hvansville,  IN;  Hon  Smith  and  Fayeitcvillc,  AM: 
loplin  and  SiwingTield,  M();  I'aducah,  KY;  I'aiuma  Qty  and 
rensacola,  HL;  and  lUlsa,  OK. 

C.ol>necl^'l^^l  offers  scveivtl  benefits  lo  Northwest  connecting 
passengers.  I'assengers  .raveling  on  a  full  Coach  tlcke.  are 
entitled  to  upgrade  fiee  lo  First  Class  on  many  domestic 
routes  when  conneilmg  through  Dcitoll,  Memphis  or 
Minneapolis/Sl  Patil  If  first  Class  Is  uiuvallabk:,  tlie  passeiigei 
will  receive  double  Woridl'eiks  miles  for  e.nh  segment  flown 
in  Coach  Class. 


ciuarter.  Norihvvesi  Airlines  Cx>r|xiialion  .eported  a  net  pn)nt. 
Noi.luwst  n'|iorleil  a  ncl  iixtmie  of  $26  million  arkl  0|x-nillns 
lm'<iine  of  tl-ts  I  inilllni)  li>i  ihe  three  monlhs  (hiil  ended 
M;mh  .Al,  lyys.  HewiHie  per  avallabk'  .■vat  mile  Impnivcd  7.-1% 
over  Ihe  pn-vknis  yeai,  aiKl  giow.h  In  opera.lnK  revenue  |>ef 
available  .sea.  mile  w.is  iiioiv  than  four  limc-s  as  grea.  iis  tin; 
growth  of  oiierailiig  expense  per  :iv.i(hible  scat  inlle, 
adiu,sied  for  nor.iiish  coni|>ensa.ion  charges. 

■We  aie  pirasi-d  with  these  lesulis.  whkHi  c-xccetted  our  cailler 
cx|Xii;i.kins,"  .saki  k>hn  l>;i.slHirK,  pix'.sklent  aixl  (lilcH  cxecinlve 
olVner  "In  .he  flisi  (|u,.riei  our  opei.iiing  i.iuMiie  hnpn)ved 
signllli-in.ly  over  the  pivvious  year.  Ihese  nrsulis  aie  well  on 
inick  lowartl  im*.ii\g  our  expcuallons  for  the  year.  Our  |)e<>pk; 
workeil  haul  to  hnpnive  lio.h  oiii  levcniie  and  our  <>|x;rallng 
InconK^  owr  last  ye;ir.  I  hey  dkl  an  outstanding  jt.b  In  achteving 
Norihwest  Airlines  Corponitkms  seventh  eoasecutlve  quarter  of 
nel  pnifllabllily  In  what  Is  intditlonally  .he  most  dllTicull 
quarter  of  iIk;  yc-.ir, '  Dasbuig  ,said. 

New  North  America  Service  RonilmSer. 

Nonstop  service  hctwcen  Minneapolls/St.  l^ul  and  Colorado 
SCllmg  n<nv  Is  In  effi-ci  Northwest  .ilso  luis  cxpanckxJ  itonsiop 
servke  lo  several  Canadian  cities:  Service  between 
Mlnneiipoll.s/St.  IHiul  ami  Calgary,  Montreal,  Reglna,  Sasknioon, 
and  Vancouver;  and  between  Dein>ii  and  Halifax  and  Ottawa 
Ix-gan  In  May.  New  twkx-dully  nonsioj)  service  l>e.wee.i 
Miiinea|X)lls/Sl  IHiul  a.xl  l(ak-igl./l)u.!um  will  liegin  June' 1,  I99S. 

New  Inlernallonal  Service  Reminder. 

New  dally  nunsiop  service  between  PeUOll  itUtl  ltinU»n'8 
ri;ilwk'k  Alipori  now  Is  In  eflei'l  Servicx.-  bcHwcen  Detnilt  and 
Am.sieidam  i«fw  is  iwkv  iblly  .Sevenil  Kun)i'>ean  n>utcs  are 
Incieaslng  service  .Imiughoui  lite  siimmei  Service  Ixiween 
Minneapolls/S.   I'aul  and  Amsterdam  Is  Increasing  to  twice 
ilally  ihiTAigh  Novemlxf.  .seivliv  Ijetwscn  Minnea)X)lls/.Sl.  Paul 
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Jujy    ^?.,    ]99!j 


13301  Lost  rrccwcty.  Suite  110 

I  louiiton,  Icxiii  7701') 

(713)  ilM  V,WO 


Conqrcusmnn   Ken   Ufiiitscn 
.1  2i^   c;minoii 
W.iKhinql.on,    D.C.    20b.i;. 

l)c;<ir  ConyrHKsmnn  McnlS'.cn: 

1  iipprfici  at-o  your  intcrcr.t  in  my  opinion  rfjgnrriinq  t.iie  ccimjiij.ssion 

cnpK  imposed  by  the  airJJncy  on  travel  ijycmcif.K.   T  h<jvp  foM-  \.\\t>. 

impnr;!  ( i  rft  hand  at;  the  owner  of  a  t^mn.ll  trnvel  Htjcncy  hory  in 
Houston. 


'J'ravcl  ciqontj:  care  responsible  for  the  Jaryc  majority  of  n.irline 
tickets  j  ycuod  and  n«  h  result  art*  a  ma-ior  expense  to  all  carriers. 
]t  oeems  thnt  the  airlineti  ehor.e  to  take  the  easy  way  out  by 
plaeinf)  a  eap  on  our  comraiysions  rather  that  at.tcjnptiny  to  dea) 
with  more  prcE;r.Jntj  problems  sueh  as  no- shows,  duplication  of 
p.ehodiilet- ,  etc. 

'J'he  tjave.l  <j«jcney  coroinuTii ty  has  no  fixed  coctr.  relative  to  the 
i  f.-.»:-.uanee  of  airline  tickets.  More  difficult  itinerary's  take  more 
time  and  normally  cost  more  money.  For  thir.  reason,  we  were 
normally  compensated  more  for  our  efforts.  Conversely,  we  mak<; 
vc^ry  little  on  short  haul  ticKetr..  Hy  capping  our  commissions,  the 
airlines  have  taken  away  a  major  portion  of  our  revenue. 

Additionally,  most  ayenciofc-.  negotiated  J onq  term  computer  leases 
with  the  airlines  bat-ed  on  a  proiected  revenue  of  just  under  U) 
cents  on  the  dollar.  The  c:ommir,i;ion.'i  caps  have  destroyed  these 
projec:ti  ons.  Our  coetc  ol  ticket  issuance  has  remained  the  same  but 
we   are  left  with  an   even  slimmer  marqin  of  profit. 


'Phanks  again  for  your  concern, 
el aborntc. 


j  would  welcome  the  opportunity  to 


meerely,      ^  . 


Wayne  «.  Oq\n  n^ 
)'resident 
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SatoTl^avel 


Honorable  Jan  Meyers,  Chairwoman 
House  Small  Business  Committee 
U.S.  House  of  Representatives 
Washington,  D.C.   20515 

Dear  Madam  Chairwoman: 

On  behalf  of  Scheduled  Airlines  Traffic  Offices,  Inc.  and  our  2000  employees  throughout  the  United 
States  and  the  world,  I  want  to  thank  you  and  the  Committee  for  this  opportunity  to  present  my 
remarks. 

SatoTravel  is  one  of  the  five  largest  travel  companies  in  the  United  States.  Originally  created  as  an 
alternative,  low-cost  distribution  network  for  official  government  and  military  airline  travelers, 
SatoTravel  has  developed  into  a  dynamic,  full-service  travel  management  company  serving  all 
segments  of  the  traveling  public. 

SatoTravel's  history  began  when  Federal  government  use  of  travel  agents  was  forbidden  and  the 
airlines  serviced  military  travelers  through  on-base  ticket  offices  staffed  by  airline  employees.  In  fact, 
the  SATO-system  was  created  at  DOD's  request  because  DOD  needed  a  single  point  of  contact  with 
commercial  airlines  in  case  of  emergency  mobilization  and  to  handle  its  normal  air  travel  needs.  As 
a  result,  SatoTravel  is  now  able  to  provide  emergency  travel  services  under  conditions  that  would 
overwhelm  most  other  companies.  For  example,  in  Operation  Desert  Storm  edone,  SatoTravel  served 
the  special  travel  needs  of  over  250,000  American  troops.  Most  recently,  we  provided  emergency 
travel  assistance  to  Federal  agencies  responding  to  the  Oklahoma  City  bombing,  and  SatoTravel 
recently  received  the  Military  Traffic  Management  Command  Quality  Award  for  our  staffs  efforts  in 
evacuating  3,000  DOD  Dependents  from  Guantanamo  Bay,  Cuba  in  September  of  1994. 

When  the  Federal  government  first  required  competition  for  the  award  of  Federal  travel  services 
contracts,  rather  than  terminate  services  to  the  existing  military  and  government  installations,  the 
airlines  decided  to  convert  the  well-established  network  of  SATO  offices  into  a  centrally-managed 
corporate  entity  known  as  SatoTravel.  The  economic  justification  is  simple  --  if  SatoTravel's 
operational  costs  are  less  than  the  average  commission  paid  by  the  airlines  to  other  travel  agencies, 
then  SatoTravel  survives.  If  our  costs  are  higher  than  the  airlines  would  otherwise  have  to  pay,  then 
our  existence  is  questionable. 

SatoTravel's  management  has  maintained  an  efficient,  cost-effective  operation  while  at  the  same  time 
giving  back  $  20.8  million  to  the  taxpayer  and  $  7.7  million  to  the  military  Morale,  Welfare  & 
Recreation  departments  in  the  last  12  months  alone.  We  have  managed  to  make  these  payments 
despite  receiving  far  less  from  our  owner-airlines  than  any  other  travel  agency  in  the  country.  The 
average  government  ticket  price  was  only  $330  in  1994,  generating  far  less  in  "commissions"  than  the 
average  business  travel  fare  of  $500  that  other  travel  companies  are  processing.  Moreover,  unlike  all 
large  and  even  some  small  travel  agencies,  we  are  not  permitted  to  favor  one  airline  over  another  in 
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making  airline  reservations  and  we  cannot  and  do  not  receive  "override"  compensation  to  supplement 
basic  commissions. 

SatoTravel  will  be  affected  by  the  commission  caps  as  all  other  travel  management  companies  are 
affected.  Like  the  small  business  community,  SatoTravel  does  not  have  "override"  commissions  to  fall 
back  on.  If  the  commission  caps  result  in  a  significantly  lower  average  commission  being  paid  to 
other  travel  agencies,  SatoTravel 's  operational  costs  must  match  those  lower  commission  levels  or 
SatoTravel  will  consistently  lose  its  competitive  position  in  the  marketplace. 

SatoTravel  actively  supports  participation  by  small  travel  companies  in  the  federal  travel  procurement 
market.  Our  small  business  subcontracting  program  is,  we  believe,  second  to  none.  We  actively  solicit 
small  and  minority-owned  travel  companies  to  participate  in  our  contract  successes.  Unlike  many  of 
our  large  competitors,  we  do  not  require  that  small  businesses  become  SatoTravel  "franchisees"  paying 
exorbitant  up-fi'ont  franchise  fees.  We  train,  encourage  and  support  our  small-business  subcontractors. 

SatoTravel  also  has  taken  an  active  role  in  advocating  legal  positions  that  are  of  benefit  to  the  small 
business  community.  For  example,  SatoTravel  has  objected  publicly,  frequently,  and  vigorously  that 
the  Government  should  not  be  requiring  rebates  from  the  travel  contractors  at  all  (an  obvious  deterrent 
to  small  business  participation  in  federal  procurements)  because,  in  our  view,  the  rebates  are  an 
unauthorized  augmentation  of  appropriated  funds.  SatoTravel  also  has  supported  the  Society  of  Travel 
Agents  in  Government  as  an  amicus  curiae  in  court  actions  seeking  review  of  the  applicability  of  the 
Service  Contract  Act  to  fravel  contracts. 

The  airlines  and  the  travel  industry  are  operating  in  a  new  environment,  responding  daily  to  new 
technologies  such  as  ticketless  travel  and  user-fiiendly  software  that  enables  travelers,  whether 
govenunent,  commercial  or  leisure,  to  make  their  own  reservations  at  the  touch  of  a  button.  The 
airlines  have  an  obligation  to  their  shareholders  to  reduce  costs  in  any  way  possible.  The  travel  agency 
industry  has  an  obligation  to  itself  to  recognize  the  immense  added  value  it  provides  and  to  seek 
compensation  from  the  beneficiary  of  that  added  value  —  the  traveler.  The  truth  of  the  matter  is  that 
the  travel  agency  industry  must  change  to  meet  these  new  challenges  to  provide  efficient  and 
affordable  travel  for  the  American  people,  govenunent  and  business. 

SatoTravel  takes  pride  in  helping  lead  the  march  for  progress,  not  only  for  its  government  and  military 
customers,  but  now  for  its  corporate  customers. 

Thank  you  again  for  this  opportunity  to  contribute  to  the  Committee's  hearing  record. 

Sincerely, 


'i2#l_ 


Michael  J.  Premo 
President 
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The  Honorable  Jan  Meyers 
Chairwoman,  House  Small  Business  Committee 
2361  Raybum  House  OflBce  Building 
Washington  DC  20515 

Dear  Representative  Meyers: 

I  am  recapping  the  letter  1  sent  to  you  in  April  and  am  requesting  that  this  letter  be 
submitted  as  part  of  the  hearing  record. 

I  am  pleased  to  hear  that  House  Small  Business  Committee  is  holding  a  meeting  on  July 
i2th  that  will  be  explore  the  effect  of  the  airline  conunission  cap  on  small  business.  As  a 
small  travel  agency  owner,  I  am  one  of  many  small  businesses  in  danger  of  having  to  close 
their  doors  as  a  result  of  what  we  deem  to  be  collusive  action  by  the  seven  major  airlines. 

On  February  9th  Deka,  followed  by  American,  Northwest,  United,  US  Air,  Continental, 
and  TWA  (who  has  since  recinded  the  cap)  announced  what  appears  to  be  a  joint 
program  to  cap  commissions  at  $50.00  on  all  domestic  tickets  written  over  $500.00 
instead  of  the  10%  paid  in  the  past  This  will  have  a  devastating  effect  on  the  small  travd 
agency  Many  agencies  will  go  out  of  business.  This  cap  only  applies  to  U.S  travel 
agencies   The  U.S.  carriers  v^ill  continue  to  pay  10%  to  Canadian  travel  agencies  selling 
travel  to  or  within  the  United  states  The  action  of  the  airlines  will  deprive  the  travel 
agency  of  a  large  percentage  of  tbeir  revenue,  considering  the  &ct  most  agencies  work  on 
an  extremely  small  profit  margin,  often  as  low  as  1%.  The  result  of  this  action  will  have  a 
domino  effect  on  the  local  economy  Businesses  will  close;  jobs  will  be  lost, 
unemployment  will  be  up;  local  tax  revenues  deteriorated;  and  most  importantly  the 
consumer  will  lose  his  best  advocate  for  a  fair  deal,  the  travel  agem.  This  act  by  the 
airlines  can  cause  the  disruption  of  the  travel  agency  distribution  system,  then  all  the 
deregulations  laws  in  the  worid  won't  help  the  travebng  public  . 

My  teeiing  is  tnat  ine  airuues  oic  aiicmpiins  to  pTowtie«  rentr»<i>t  <»f  ♦«!/<»,  pri(««>  fivin^. 
signaling  and  collusion   How  else  could  a  radical  industry  wide  reconstruction  of  agency 
commissions  been  implemented  within  24  hours    I  fed  the  action  of  the  airiines  will; 

•  Remove  the  only  unbiased  source  of  travel  information  available  to  the  consumer. 

•  Force  the  closure  of  many  small  businesses 

•  Raise  unemployment 

•  Cause  loss  of  tax  revenue 
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Deceive  the  consumer,  because  the  airlines  are  actually  rainn^  the  cost  of  the  ticket 

to  the  consumer  and  conceabng  the  increase  by  suggesting  the  travel  agents  charge 
their  clients  a  service  fee. 

Harm  all  travel  agents  who  bid  for  government  travel  contfacts  against  SATO,  which 
is  the  airline  owned  travel  agency  Sato's  commissions  are  not  capped.  They  received 
approximately  9.5  %  of  the  ticket  price. 


Some  facts  about  the  travel  agency  business. 

•  There  are  33,000  travel  agency  locations  in  the  United  States,  employing  over 
300,000  people. 

•  77%  of  travel  agency  employees  are  women;  60%  of  travel  agency  owners  are 
women. 

•  Travel  agents  write  85%  of  all  U.S  airline  tickets 

•  In  1994  travel  agents'  U.S.  sales  totaled  $57.7  billion 

•  It  cost  the  travel  agency  i^jproximately  $27.00  to  process  an  airline  ticket 

In  the  5  months  since  the  cap  has  been  in  place,  not  only  has  our  bottom  line  been  badly 
affected,  but  our  incentive  and  motivation  have  been  destroyed  as  wcU.    There  used  to  bo 
iov  in  selling  up.  a  pride  in  securing  and  servicing  commercial  accoums  who  buy  pomt-to- 
point  and/or  first  class  tickets.  Now  the  processing  of  these  same  tickets  brmg  feelmg  of 
resentment  and  depression. 

I  thank  you  for  you  time  and  consideration    If  you  or  your  staff  would  like  further 
information,  please  feel  frejjcrcontact  me 


ic  Sturm 
Vice  President 
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Rep.  Jan  Meyers 
Chairman 


HOUSE    OF    REPRESENTATIVES 
SMALL    BUSINESS    COMMITTEE 


Testimony  Of 
MICHAEL  A.  SPINELLI 


at 
hearings  on  the 

"Airline  Commission  Caps" 
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Madame  Chairman,  my  name  is  Michael  Spinelli,  I  am  president  of  ACTION  6,  a 

network  of  2400  travel  agencies,  and  own  Merrimac  Travel  Service  in  Lowell,  MA.   I 

am  also  president  of  the  New  England  Chapter  of  the  American  Society  of  Travel 

Agents.  I  have  been  in  the  travel  business  for  36  years. 

As  you  are  aware,  on  February  9,  1995,  Delta  Air  Lines,  followed  by  virtually  all 

sizable  domestic  carriers,   capped  travel  agency  commissions. 

I  am  here  to  show  the  committee  that  this  move  was  actually  the  symptom  of  a  much 

larger  problem,  and  that  is  the  impending  bankruptcy  of  our  Airline  Transportation 

System.    The  major  carriers  are  in  dire  financial  trouble  and  it  was  this  alone  which 

caused  the  caps.  If  we  can  fix  their  perennial  financial  woes,  we  can  solve  the  cap 

problem  which  is  devastating. small  travel  agents. 

In  1 993,  this  problem  was  so  much  in  the  forefront  that  President  Clinton  had  his 

Secretary  of  Transportation  conduct  hearings  before  a  commission:  The  National 

Commission  to  Ensure  a  Strong  Competitive  Airline  Industry.   It  is  apparent  that  there 

were  insufficient  experienced  people  on  this  panel  and  nothing  meaningful  came  of  it. 

The  carriers  today  are  losing  3.7  million  dollars  per  day;  they  have  canceled  orders 

with  Boeing  alone  that  cost  28,000  jobs,  not  to  mention  that  necessary  upgrading  of 

aircraft  equipment  is  at  a  stalemate.  The  massive  cost  cutting  measures  of  the  carriers 

in  the  past  few  years  have  cost  countless  jobs  at  both  lower  and  upper  levels  and 

continues  to  do  so.  The  airlines  are  financially  desperate.   USAir,  a  major  carrier,  in 

their  1994  10K  filing  included  language  from  their  accountants  wherein  "...there  is 

serious  doubt  about  the  ability  of  USAir  to  continue  as  a  going  concern." 

I  mention  this  because  it  must  be  clearly  understood  that  this  carrier,  plus  United 

Airlines,  American  Airlines,  Delta  Airlines,  Continental  Airlines,  Northwest  Airlines  and 

TWA  virtually  make  up  our  Air  Transport  System. 

This  air  transport  system  is  no  different  than  our  Power  or  Telephone  System;  they  are 

an  integral  part  of  our  nation's  infrastructure  and  must  not  be  allowed  to  perish. 
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Birth  of  the  financial  woes  of  the  airline  industry. 

In  1977,  under  the  Carter  Administration,  fathered  by  Ralph  Nader  and  Alfred  Kahn  in 
direct  opposition  to  a  study  by  the  C.A.B.  Judge  Yoder ,  the  airline  industry  was 
deregulated.  This  was  circa  1977  in  the  Kennedy/Cannon  Bill. 
Since  that  date,  low  fares  have  given  the  industry  the  false  aura  of  consumer  benefit. 
The  truth  is  that  the  survival  of  the  upstart  carriers,  which  offer  these  fares,  is  short 
lived.    They  enter  a  market,  price  fares  at  below  cost  rates,  and  drive  the  regular 
carriers'  fares  down  to  match  these  predatory  levels.  The  upstart  carrier  then  files 
chapter  1 1 ,  leaving  a  trail  of  red  ink  on  the  books  of  the  air  transportation  system. 
Since  de-regulation  approximately  145  carriers  have  come  to  being.  Of  these,  under 
six  remain!  Survivors  are  rare.  One  is  Valujet  based  in  Atlanta.  If  they  follow  the 
modus  operandi  of  others  that  showed  some  profit,  I  predict  that  they  will  grow  until 
they  face  the  reality  of  the  high  cost  of  operating  and  airiine,  and  will  follow  the  course 
of  upstart  America  West  who  is  now  in  Chapter  1 1 . 

To  compound  the  the  problem,  these  upstarts  have  caused  Chapter  11  to  be  filed  by 
many  of  our  formeriy  stable  carriers.  Then,  when  these  carriers  operate  in  Chapter  11, 
they  too  offer  below  cost  air  fares  to  raise  instant  cash  for  the  short  run.  They  destroy 
economic  fares  which  are  imperative  to  our  transportation  system.  There  is  no  Santa 
Claus  of  low  air  fares,  any  more  than  there  is  a  Santa  Claus  of  cheap  Power  and 
Light.  This  is  a  very  popular  misconception. 

Neariy  60%  of  United  Airiines  domestic  network  is  exposed  to  three  Chapter  1 1 
carriers,  Continental,  TWA  and  America  West,  compared  with  49%  for  American  and 
36%  for  Delta.  The  Chapter  1 1  carriers  compete  from  a  court  approved  lowered  cost 
base,  due  repudiation  of  debt,  and  resulting  in  serious  financial  harm  to  the  balance  of 
the  non  bankrupt  industry! 

A  third  situation  that  wrecks  havoc  with  carriers  is  the  following:  Air  Carriers  depend 
on  full  loads  during  peak  seasons.  Example,  Boston  and  New  York  to  Florida. 
Unfortunately,  charter  carriers  will  move  aircraft  to  these  key  routes  only  when  the 
route  is  heavy  and  offer  air  fares  which  reflect  only  their  cost  of  operating.  They 
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debilitate  the  fare  base  of  the  carrier  who  we  expect  to  be  there  365  days  a  year,  and 
not  just  peak  times! 

These  in  and  out  upstarts  have  given  the  nation  the  false  illusion  of  low  air  fares. 
These  low  fares  have  come  at  the  cost  of  destroying  themselves  and  our  air 
transportation  system  which  is  now  in  financial  shambles. 
So  what  is  the  solution? 
The  word  re-regulation  is  anathema  in  today's  Congress.  However,  the  word 
bankruptcy  is  a  much  more  severe  word  which  Congress  must  recognize.  We  have 
already  seen  the  death  of  Continental,  Braniff  (twice),  Eastem,  Northeast,  New  York 
Air,  People  Express,  Frontier,  Pan  American  etc.  as  key  carriers. 
If  we  come  to  the  realization  that  air  carriers  are  charged  with  the  public  interest  and 
therefore  must  be  treated  as  a  public  utility,  just  like  Power  Companies,  all  that  we 
need  to  do  is  to  establish  limited  route  regulation  under  the  Department  of 
Transportation.  Here  the  long  haul  routes  are  protected  against  debilitation  of  the 
Upstarts  who  enter  and  exit  the  airiine  business  in  one  to  two  years. 
The  nation  would  be  protected  against  price  gauging  because  rates  will  be  approved 
by  the  DOT,  giving  the  carrier  a  fair  return  on  investment,  just  as  we  allow  the  power 
companies  on  a  state  to  state  basis. 

The  consumer  would  still  receive  low  air  fares  as  it  is  in  the  best  interest  of  all  carriers 
to  offer  low  fares  to  all  who  simply  travel  where  business  people  do  not!  Like  a  trip 
with  a  Saturday  night  stay. 

SUMMARY 
The  capping  of  the  travel  agent  commissions  was  the  symptom  of  the  problem.  Travel 
agents  and  the  general  public  have  now  become  the  scapegoat  of  a  situation  of  huge 
carrier  losses  due  to  the  foregoing. 

While  this  cap  may  assist  the  carriers  in  showing  a  profit  this  year,  in  the  long  run,  if 
the  system  of  total  de-regulation  continues  as  it  is  now,  there  is  no  way  that  the 
carriers  can  become  solvent  again  as  any  economic  fare  that  they  implement  will  be 
destroyed  by  the  factors  noted  here. 
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Despite  the  consternation  of  many  in  the  Congress  against  the  word  regulation,  the 

only  substitute  for  this  word  will  be  either  ROUTE  REGULATION  or  bankruptcy.  Status 

quo  will  only  perpetuate  a  decade  old  problem  and  totally  destroy  our  transport 

system. 

The  trunk  carriers  continue  to  lose  3.7  million  a  day,  on  the  road  to  bankruptcy. 

Information  on  what  I  have  mentioned  here  is  very  easily  available. 

The  new  equipment  needed  by  the  carriers  orders  are  being  canceled  daily! 

The  situation  is  beyond  critical,  it  is  now  in  a  catastrophe  stage,  even  as  I  testify, 

American  Airlines  air  division  reported  a  net  loss  of  $  53,000,000  first  quarter 

of  1995. 

The  problem  is  very  clear:  The  Air  Fares  are  below  cost! 

To  have  a  Air  Transport  System,  Gamers  must  be  guaranteed  a  fair  return  on 

investment.  This  is  not  a  simple  case  of  "survival  of  the  fittest,"  as  all  face  destruction 

and  all  historysince  de-regulation  has  shown  that  the  "Upstart  Carriers,"  do  nothing 

but  harrass  and  destroy  the  fare  system  of  our  air  transport  system,  during  the  upstarts 

short  life  as  virtually  end  up  in  Chapter  1 1  within  one  to  two  years. 

To  those  who  are  hung  up  on  the  cliche  that  "all  Regulation  is  bad"  I  ask 

that  they  immediately  de-regulate  the  nations  power  companies!     Only 

chaos  will  follow.  This  is  exactly  the  direction  that  we  are  headed  with 

the  natioii's  air  transport  system. 

This  report  asks  for  simply,  ROUTE-regulation  so  that  carriers  can 

achieve  a  fair  return  on  investment.    The  upstarts  have  destroyed  our 

healthy  transport  system,  witness  WSJ,  April  24,  1995 "Airlines  keep 

old  planes  ...economics  of  the  age  of  de-regulation!"  They  keep  old  planes, 
Boeing  gets  no  orders,  the  public  flies  old  technology!" 
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